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The Economics of Rent Restriction 
By Professor F. W. Paish 


N view of the important part rent restriction now plays in 
| the economic systems of many countries, it is remarkable 

how little attention its economic aspects have attracted. 
Apart from the brief though admirable discussion in Mr. Roy 
Harrod’s Are These Hardships Necessary? there is very little 
reference to the subject in recent British economic literature. 
It is quite understandable that politicians should have avoided 
the subject, for the emotions it arouses are too deep and too 
wide-spread to allow it to be discussed in public with both 
frankness and safety; but it is a little surprising that British 
economists, in the security of their studies, should have shown 
so little inclination to follow up the many interesting questions 
which the subject raises. 

In the following article, after an outline of the history of 
rent restriction and a glance at the legal difficulties of its 
enforcement, I approach the subject mainly from two points of 
view: the inequity of its results as between individual tenants 
and individual landlords, and even more as between those with 
houses and those without; and its economic effects in dis- 
couraging the adequate maintenance of house property and in 
reducing the mobility of labour. I shall put forward suggestions 
for changes in the law which would, in my opinion, constitute 
a great improvement on the existing system from both points 
of view, however unlikely it may be that any Party would find 
it politically expedient to adopt them. 


THE History OF RENT RESTRICTION 


Old Control 

The history of rent restriction in England begins very 
nearly thirty-five years ago, with the passage of the Increase of 
Rent and Mortgage Interest (War Restrictions) Act in Decem- 
ber, 1915. This Act made it generally illegal for landlords of 
unfurnished houses, or parts of houses let as separate dwellings, 
of which either the rent charged in August, 1914, or the net 
tateable value did not exceed £35 in London or £26 elsewhere, 
to charge rents higher than those charged in August, 1914, 
except in so far as improvements had been made or the rates 
increased. It also prohibited the calling-in of mortgages on 
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rent-restricted property or the raising of interest rates on them, 
The general principles of this Act have been maintained in all 
subsequent legislation. 

After the 1914-18 War, some concessions were made to 
help the landlord to meet the greatly increased cost of main- 
tenance and repair. In 1919, increases of 10 per cent., and in 
1920, of 40 per cent., were permitted in the 1914 “ standard 
rent’, provided that the premises were kept “ in a reasonable 
state of repair.” On the other hand, the scope of the Act was 
extended in 1919 to cover all houses of which neither the 
standard rent nor the net rateable value exceeded £70 in London 
and £52 elsewhere, in 1920 increased to £105 in London and 
£78 elsewhere. Thus, all except the largest houses were made 
subject to control. At the same time, the protection of the Act 
was extended, not only to the “ statutory tenant ”, but also to 
his widow or any relative who had been resident in his house 
for six months or more at the time of his death, though these 
in turn could not pass on their rights to yet another generation. 

In 1923, after the short but violent depression which 
ended the post-war boom, the first steps were taken towards 
the withdrawal of rent control. Under the Act of that year, 
any house of which the landlord obtained vacant possession, or 
of which the sitting tenant accepted a lease of two years or 
more, became automatically decontrolled. When, ten years 
later, the results of the 1923 Act were reviewed, it was con- 
sidered that, whereas the release of the larger houses had been 
——— too slowly, that of the smaller houses had been too 
ast. Under the Act of 1933, therefore, controlled houses were 
divided into three groups. Those of which both the recover- 
able rent (standard rent plus permitted increase) and the net 
rateable value were above £45 in London and £35 elsewhere 
were decontrolled immediately ; those below these values, but 
with a net rateable value of £20 in London and £13 elsewhere, 
continued to become decontrolled as they fell vacant; and 
those with still lower rateable values ceased to be decontroll- 
able. In 1938, the second of these groups was in turn sub- 
divided. The upper section, consisting of houses with net 
rateable values above £35 in London and £20 elsewhere, was 
decontrolled at once, while the lower section became pet- 
manently controlled. 

Thus, in August, 1939, all pre-1914 houses with net 
rateable values above £35 in London and £20 elsewhere had 
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been excluded from control, together with a substantial though 
unknown number of smaller houses. The number of these 
decontrolled houses was estimated by the Ridley Committee in 
1945 at 4°5 millions. Also outside the control were some 
4°5 million houses built since 1919, of which some 3 millions 
were in private ownership and were mainly owner-occupied 
and 1°5 millions were owned by local authorities. Thus, out of 
atotal of about 13 million houses and flats, only about 4 millions, 
all with net rateable values not exceeding £35 in London and 
{20 elsewhere and almost entirely owned by private landlords, 
were still subject to control. The recoverable rents of these 
houses were usually from 20 per cent. to 30 per cent. lower 
than the uncontrolled rents of similar houses. 


New Control 

On 1st September, 1939, all dwelling houses not subject 
to the old control and with net rateable values of not more than 
{100 in London and £75 elsewhere were made subject to a new 
control, with standard rents fixed at the rents which were being 
paid on the date of the Act, or, if not let on that day, at the last 
previous rent paid. All new houses, or those never let before, 
were to have as their standard rents whatever was charged at 
their first bona fide unfurnished letting. This Act is still in 
force, though it has been supplemented by the Furnished 
Houses (Rent Control) Act of 1946, which established Rent 
Tribunals to review rents of furnished accommodation, and 
by the Landlord and Tenant (Rent Control) Act of 1949, which 
gave to these same tribunals power to fix the rents of un- 
furnished houses let for the first time. The recommendation of 
the Ridley Committee, that rent tribunals should have the 
power to adjust in either direction anomalies in the existing 
standard rents of controlled houses has never been adopted. 
No attempt has so far been made to control the prices at which 
houses may be sold. 


LEGAL DIFFICULTIES 


The results of this long series of Rent Restriction Acts 
cannot be regarded with satisfaction from any point of view. It 
has long been realized that they have serious legal difficulties. 
Apart altogether from the question of evasion, and even after 
the immense case-law developed by thirty years of litigation, 
the legal position in any particular case is often still obscure. 
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What exactly is part of a house let as a separate dwelling? 
Just how many acres of land must go with a house to make it a 
farm and therefore outside the scope of the Acts? Just how 
much furniture is needed to constitute a furnished house? 
Does a man automatically convert his office into a dwelling- 
house by keeping a camp-bed in it, and if not, how frequently 
must he sleep there to bring it within the Acts? Would an 
owner, with an invalid wife and three young children, who 
wishes to obtain occupation of his own house, suffer more 
hardship if his request were refused than the tenant, with only 
one child but a bed-ridden mother-in-law, would suffer if it 
were granted? These are a very small sample of the thousands 
of cases decided yearly in the courts. Apart from such questions, 
it is often a matter of great difficulty to discover what is the 
standard rent of any particular house, especially if it has been 
owner-occupied for any considerable time. If a house was last 
let in 1815, then the rent paid at the time of the battle of 
Waterloo is the standard rent today. 


INJUSTICES 


Tenants and Landlords 

If the Rent Restriction Acts are a lawyer’s nightmare, 
they offend at least as much against the ordinary standards of 
equity. Of three identical houses in the same road, one may be 
let at ten shillings a week under the old control, the second at 
fifteen under the new control, while the rent of the third, let 
for the first time since the War, may be twenty-five shillings 
ormore. There is no guarantee that the poorest tenant rents the 
cheapest house, or that the poorest landlord owns the dearest 
one. Indeed, the landlord of the cheapest house may well be 
poorer than his tenant, for before 1914 small house property 
was a favourite medium for the investment of small savings. 


Those without Houses 

But the inequity of the present system as between tenant 
and tenant, or between tenant and landlord, fades into 
insignificance as compared with the inequity as between those 
who are lucky enough to have rent-restricted houses and those 
who have no houses at all. It is an economic truism that the 
fixing of maximum prices without the imposition of rationing 
normally results in part of the demand at the fixed price going 
unsatisfied. Even if the maximum rents fixed were completely 
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consistent as between themselves this difficulty would remain. 
Since 1939, money earnings and most prices have approximately 
doubled ; controlled rents (apart from increases in rates) have 
not risen at all. Thus, in real terms, the rents of some 8} million 
houses out of the 13 millions of pre-war houses have been 
approximately halved. Is it to be wondered that the demand 
for houses to let at controlled rents is enormously in excess 
of the supply? Is it surprising that rent-restricted houses are 
used less economically than they would have been if rents 
had risen in proportion with other prices and incomes, and that 
an unsatisfied demand is squeezed out, to be concentrated on 
the other sectors of the market—local authorities’ houses, 
furnished accommodation, and houses available for purchase 
with vacant possession ? 

Of the sectors not covered by the Rent Restriction Acts, 
rents of local authorities’ pre-war houses, though frequently 
higher than before the War, are in general held at a level far 
below that necessary to equate supply and demand; while 
rents of their new houses, though higher than those of their 
older ones, even allowing for their improved amenities, are held 
by subsidies at a level far below current market values. Thus, 
a great unsatisfied demand is concentrated on the two remain- 
ing sectors, pushing prices there far above what they would 
have been if prices in all sectors had been allowed to find their 
market level. Sometimes tenants of furnished rooms (often 
in rent-restricted houses) will venture to bring cases of 
unusually high rents to the notice of the rent tribunals set 
up under the Furnished Houses Act, even though the tribunals 
cannot give security of tenure for more than a few months at 
atime. But such controls, even if successful, cannot provide 
accommodation where it does not exist ; and even if they could 
be universally enforced, their only result would be to reduce 
the supply and expand the demand for furnished rooms until 
there remained, for those left over who were unable to provide 
the deposit on a purchased house, the choice only between 
the hospitality of relatives and the hardly warmer welcome of a 
public institution. 


HOousEs FOR SALE 
There remains only one sector of the market where no 
attempt has yet been made to control prices—the market in 
houses for sale. In spite of the fact that the demand here is 
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limited to those able to provide at least the minimum deposit, 
prices for houses with vacant possession, especially for the 
smaller houses, have been forced up to a level far above that of 
most other prices. It is difficult to generalize the increase in 
house prices since 1939, but perhaps it would not be far from 
the truth to say that in many parts of the country small houses 
are costing from three to four times, and larger houses from 
two to three times, what they would have cost before the War. 
Only for the largest houses, unsuitable for conversion into 
commercial premises and requiring more service to run than is 
within the power of most post-tax incomes to command, is the 
rise in prices not abnormal. The rise in the price of small houses 
cannot, however, be taken as an indication of the rise in rents 
which would ensue if rent restriction were withdrawn; for 
much of it is due to the concentration upon the only com- 
pletely free sector of the market of the excess demand created by 
the artificially low rents ruling in at least two of the other sectors. 
The repeal of rent restriction would almost certainly be followed 
by a sharp drop in the prices of at least the smaller houses 
offered for sale with vacant possession. 


ECONOMIC EFFECTS 


Inadequate Maintenance 

he economic aspects of rent restriction reveal disadvant- 
ages at least comparable with those of its legal and equitable 
aspects. They are mainly two—the impairment of the landlords’ 
ability and incentive to maintain premises in good condition, 
and the impediments which the Acts place in the way of the 
mobility of labour. 

As regards the first of these, it is common ground that 
the cost of maintaining and repairing houses has risen very 
greatly since before the War, probably more than twice every- 
where, and in some areas three times or more. At these prices, 
many landlords are unable to pay for adequate repairs out of 
the controlled rents and leave themselves any income at all, 
while others, especially owners of older property unsuitable 
for owner-occupancy, find that it pays them better to collect 
what income they can until their property becomes actually 
uninhabitable than to spend money on repairs which will never 
yield a reasonable return on the expenditure. The probability 
that property will be treated in this way is increased by the 
tendency of the better landlords, faced with the choice between 
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running their property at a loss and allowing it to decay, to 
sell it for what it will fetch to those who are less scrupulous 
in their methods of management. Thus, much property is 
being allowed to degenerate into slums, or at best maintained 
at a level much below that which is economically desirable and 
which it would have paid landlords to achieve if rents had 
been allowed to find their market level. For the ultimate 
results of this policy we have only to look across the English 
Channel, where inflation has gone considerably further than 
here and the gap between controlled rents and those which 
would enable property to be kept in good repair is, therefore, 
even wider. 


Reduction in Mobility 

The second of the economic disadvantages of rent 
restriction, at least in the short run, is probably even more 
serious than the first. Rent restriction involves what is in 
effect a tax on the landlord and a subsidy to the tenant. But 
it is a subsidy which the tenant receives only so long as he 
stays in his existing house. Should he leave it for any reason, 
he is deprived, not only of his subsidy, but also of his right to 
rent another house even at the full market price. If he happens 
to live in a council house it may be possible for him, by 
arrangement with the local authority, to exchange houses with 
someone else in the same district, or even to be allotted a new 
house on surrendering his old one. But if he lives in a 
privately-owned house, or if he wishes to move outside his 
district, his chance of renting another within a reasonable time 
is small unless he either has access to some special favour or is 
prepared to break the law by offering some consideration in 
addition to the controlled rent. Otherwise, he will have to 
make do with furnished lodgings until first he qualifies to be 
regarded as a resident and then his name has slowly climbed 
to the top of the local authority’s housing list. It is little 
wonder that the much-needed increase in the mobility of 
labour is so difficult to achieve. 


Expedients to Restore Mobility 


_ If, however, a tenant inhabits a privately-owned house 
suitable for owner-occupancy, there are ways in which he may 
be able to retain at least part of the benefit of his rent subsidy 
after leaving his present house. So long as he remains a 
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statutory tenant, the selling value of his present house is 
probably a good many hundred pounds less than it would be 
if the landlord were able to offer it with vacant possession. 
It may sometimes be possible for the tenant to obtain a share 
of this margin between the “ sitting-tenant ” and the “ vacant- 
possession ’’ values of his house, either by agreeing to leave in 
exchange for a cash payment, or by buying his house for 
something more than its “ sitting-tenant’’ value and sub- 
sequently re-selling it for its full market value with vacant 
possession. How much of the margin he will be able to 
secure for himself, and how much he will have to leave for 
his landlord, will depend on their relative bargaining powers ; 
the tenant will no doubt do his best to conceal his desire to 
leave until the bargain has been completed. If in either of these 
ways he can make a substantial profit, he can use this to pay 

art of the purchase price of a house in the district to which 
- wishes to move, borrowing the remainder from a building 
society or other source. 


Fewer Houses to Let 

It should be noted that every time this sort of transaction 
occurs a house is permanently transferred from the letting 
market to the selling market. The same is true whenever 
a house falls vacant on the death of a tenant ; for it will usually 
pay the landlord to sell it to an owner-occupier rather than 
re-let it at the controlled rent. Thus, despite the delay due 
to the right of a resident wife or relative to succeed to the 
tenancy for one further lifetime, it seems probable that the 
indefinite continuation of the present system will result in the 
gradual withdrawal from the letting market of all privately- 
owned houses suitable for owner-occupancy. The demand 
for houses to let will therefore become increasingly concen- 
trated on the new houses built by public authorities. The 
satisfaction of this demand, at subsidized rents, would require 
not only a long-continued diversion to housing of resources 
urgently needed in other fields but also a continually mounting 
annual charge on the Exchequer and Local Governments for 
subsidies. This cost, for pre-war and post-war houses, is 
already in the neighbourhood of £40 millions a year (in addition 
to the subsidies on temporary houses) and is rising by some- 
thing like £5 millions a year. 
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PROPOSALS FOR REFORM 

Repeal of Acts 

While, however, it is easy enough to see the defects, 
legal, social and economic, of the system of rent-restriction 
into which the country has been allowed to drift, it is much 
less easy to suggest an acceptable remedy. The mere repeal 
of the existing Acts, though a solution of the economic diffi- 
culties and in the long run likely to prove highly beneficial to 
the country as a whole, would in the short run frustrate many 
justifiable expectations, and bring about a sudden redistribution 
of incomes which the electorate would certainly not desire“nor 
the individuals affected in many cases deserve. While some of 
the landlords who would benefit from repeal have no doubt 
suffered unjustly as compared with receivers of income from 
other types of property, there are others, such as the recent 
purchasers of rent-restricted property at the “ sitting-tenant ” 
price, who would make large windfall profits; and on the 
other side, while many tenants could no doubt afford to pay 
higher rents without real difficulty, others, especially those 
with children or living on small pensions, would suffer the 
most serious hardship. Simple repeal would therefore give 
rise to so many hard cases and obvious injustices that it would 
offend against the principles of equity almost as much as do 
the existing Acts, and against the public sense of equity 
probably far more. 


Other Proposals 

Various suggestions have been made which, while main- 
taining the Rent Restriction Acts in force, would mitigate some 
part of their ill effects. The Ridley Committee Report of 
1945 (Cmd. 6621), among recommendations for minor improve- 
ments in the working of the system, made three suggestions 
on points of substance. The first of these was that the various 
Acts should be consolidated and their legal anomalies cleared 
up; the second was that rent tribunals should be set up to 
overhaul the whole system of standard rents and remove their 
inconsistencies with each other; and the third was that after 
three years a committee should be appointed to report on the 
cost of house repairs, with a view to a possible increase in the 
level of permitted rents. None of these recommendations 
touches the central problems, and, apart from the power given 
to rent tribunals to review post-1939 rentals, none has been 
acted upon. 
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The recommendations of a report published in November, 
1949, by P.E.P. come rather nearer to dealing with the real 
difficulties. The report looks, not too hopefully, to the Local 
Government Act of 1948, with its programme ie re-assessing 
rateable values on a consistent basis throughout the country 
by 1953, to provide a means of carrying out the Ridley Com- 
mittee’s recommendation for the elimination of inconsistencies 
between restricted rents ; and it urges some relief to landlords, 
by means of increased rents and/or special tax allowances, 
to provide the means of carrying out repairs. This last 
recommendation would do something to prevent large stretches 
of low-rented premises from degenerating into slums, while 
the first would help to remove the inequity as between one 
tenant of a controlled house and another. But neither would 
do anything towards solving the problem either of the inequity 
between those with houses and those without or of the 
immobility of labour. 

Various suggestions have been made to deal with the 
problem of immobility. It might, for instance, be possible to 
make people more mobile by giving to anyone who surrendered 
the tenancy of a house priority for a new tenancy, whether in 
his own district or elsewhere. Such a measure, however, 
would encounter insuperable political difficulties ; for to give 
a new-comer in the district priority over existing inhabitants, 
some of whom had waited perhaps for years, would reveal far 
too plainly the injustice of the present system towards those 
who are not lucky enough to have a house. No solution which 
does not make a serious attempt to deal with this injustice 
either has or ought to have any chance of acceptance. 


Mr. Harrod’s Plan 

A similar objection can be made to the otherwise most 
valuable suggestions made by Mr. Roy Harrod in his book 
Are These Hardships Necessary? Mr. Harrod suggests that the 
Acts should be repealed and rents be allowed to rise to their 
full market level, but that for a period of ten years the landlord 
should be taxed the whole of the increase and the proceeds 
handed back to the tenant, who would receive them whether 
he stayed in that house or not. At the end of the ten years, 
“some readjustment of wages or taxes could be made, so as 
to avoid any transfer of income from the poor to the rich that 
the abolition of the old system might entail.” This scheme 
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would clearly have great advantages over the present system. 
So long as the tenant stayed in his existing house, his extra 
rent would be exactly equalled by his extra income, and he 
would be neither better nor worse off than before. But he 
would now have the choice between spending the whole of 
his new allowance on the increased rent and moving to a 
cheaper house, thus freeing part of his new allowance for 

nding on other things. Further, since rents of other houses 
would be at their full market level, he would be able to find 
another house at a rent, no doubt higher than its previous 
controlled level, but lower than the new rent of his existing 
house. The tenants most likely to move in this way would 
probably be elderly people, who are at present both enabled 
by the low rents they are paying and compelled by the diffi- 
culty of finding other accommodation to stay on in a house 
too large for them now that their children have grown up and 
left home; but, no doubt, there are many other people who 
would find that they preferred to spend some part of their 
increased money incomes in other ways and would move to 
smaller and cheaper premises. Thus, the demand for house- 
room, now artificially stimulated by the reduction in real rents, 
would fall to a normal market level, and the unfortunates who 
— the surplus demand, now squeezed out of the market, 
would be able to get a house. No existing tenant would be 
worse off if he stayed, and since any move he made would be 
voluntary, he would move only if he thought that he was 
thereby making himself better off. 


Disadvantages 

While Mr. Harrod’s scheme would do much to remedy 
the disadvantages of the present system, and would largely 
solve the problem of mobility, it has three serious deficiencies. 
The first of these is that it does nothing, for at least ten years, 
to make the landlord better able to provide for the increased 
cost of repairs; for the heavy tax would be just as efficient a 
promoter of slums as the present restriction on rents. Secondly, 
it perpetuates the random distribution of the subsidy between 
tenants, regardless of their means, so that a tenant with a larger 
income or smaller responsibilities might well receive a larger 
grant than one poorer or more burdened. 

Most serious of all is the difficulty that, while the injustice 
to the man without a house would in fact be somewhat reduced 
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by making it possible for him to get one at the full market 
rent, Mr. Harrod’s scheme would make the remaining inequity 
explicit and therefore less acceptable to public opinion than 
the even greater inequity implicit in the existing system. We 
have only to think of the feelings of a man who is on the 
point of getting a house, for which perhaps he has been waiting 
for years, at a controlled or subsidized rent, and who suddenly 
learns that its rent has risen by fifty or a hundred per cent. He 
will receive no compensation for the rise in rent of a house he 
has never inhabited, while his next-door neighbour, who got 
his house perhaps a month ago, will receive an allowance 
which is not only sufficient to cover the rise in his present rent 
but which he will retain in full if he moves into a chea 
house. The resentment against treatment so obviously unfair 
would certainly prevent Mr. Harrod’s scheme from being put 
into force as it stands. 


SUGGESTED SCHEME 


Any scheme, to be logically defensible, must endeavour 
to deal with the difficulties which Mr. Harrod’s scheme ignores, 
as well as with those which it resolves. Landlords must be 
given a sufficient share of the increases in rent to enable them 
to maintain their premises in repair, and the benefits of the 
amounts collected in tax must be shared, not only by existing 
tenants, but also by those who are without permanent accom- 
modation. 

To meet these points would involve two substantial 
departures from Mr. Harrod’s scheme. In the first place, the 
landlord, instead of passing on the whole of the additional tax 
collected would be allowed to retain, say, 25 per cent. of the 
addition as provision for repairs, provided that the premises 
were in fact kept in a condition satisfactory to the local authori- 
ties. The second difference would be that, instead of using the 

roceeds of the tax to subsidize only existing tenants, the 

reasury would use part of it to supplement incomes in 
accordance with need, by increasing children’s allowances, old 
age and other pensions, and so forth, and the remainder to 
reduce the general level of taxation. They would thus increase 
all net incomes, but especially those of people least able to pay 
the increased rents. It might very well happen that the incomes 
of people with large families of children would be increased by 
more than the increase in the rents of their existing houses, so 
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that they would be able to afford to move into the larger houses 
vacated by people without families now finding it advantageous 
to move into smaller ones. 


Owner-Occupiers 

There is one further measure that would be needed to make 
this suggested scheme complete. Since all membersof thepopula- 
tion would benefit, in greater or less degree, from the increased 
allowances and reduced taxation, to impose the landlords’ tax 
only on the owners of rented houses would mean subsidizing 
owner-occupiers at the expense of tenants. Owner-occupiers 
would, therefore, also have to be made liable for landlords’ tax 
on their own houses to provide the means of financing the 
benefits which they, as a class, would receive from higher 
allowances and lower taxes. One of the major practical difficul- 
ties of the scheme would be to assess the tax on owner-occupiers 
in such a way that it would be both fair as between different 
owner-occupiers and would yield an amount sufficient to 
finance the benefits which they collectively would enjoy. This 
task of assessment would be considerably eased after 1953, on 
the completion of the re-assessment, on a more consistent basis, 
of rateable values throughout the country. 


Finance of the Scheme 

The amount of revenue which the Treasury might expect 
to receive from the landlords’ tax cannot be estimated with any 
degree of accuracy. It is, however, possible to make a guess at 
the order of magnitude involved. If rents of controlled houses 
were allowed to rise to levels which effectively equated supply 
and demand, the average increase per privately-owned house 
let at controlled rents would hardly be less than 10/— per week. 
On 8} million houses this would yield about £220 millions a 
year, of which £55 millions would remain with the landlord 
and £165 millions be passed on to the Treasury. If owner- 
occupiers paid a corresponding tax at the same average rate of 
7/6 a week, this, on 3 million houses, would yield a further 
£60 millions a year. 

The saving on subsidies on local authorities’ houses would 
also be substantial. It is true that, even at full market rates, 
post-war temporary houses would have to be let at rents which 
would not cover more than a fraction of their present subsidies, 
which (on the basis of a ten-year life) amount to some £21 
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millions a year on 157,000 houses, or about £2 ros. per house 

er week. The same might well be true, to a smaller degree, 
or the post-war permanent houses built by local authorities, 
on which the present subsidies are about £23 millions on less 
than 700,000 houses, or about 13s. per house per week. On the 
other hand, the raising to the full market level of rents on the 
nearly 1} millions of pre-war council houses would certainly 
yield more than the present subsidies of £17 millions, or about 
4s. 9d. per house per week. Further, the local authorities would 
save the whole of the increase in rents and not merely 75 per 
cent. of it. While, therefore, the rents of local authorities’ 
houses, which are now on the whole higher than those of 
privately-owned houses, would rise less if they were let at full 
market price, the net gain to the authorities might be of about 
the same magnitude, or about 7s. 6d. per house per week, except 

erhaps where the class of tenants permitted to occupy certain 
tome was narrowly restricted, as in some slum-clearance 
schemes. On the 2} millions of local authorities’ houses, this 
saving on subsidies would yield about £45 millions a year out 
of the present £61 millions. How this saving was shared 
between Central and Local Governments would not be of great 
importance, for the only question would be whether the benefit 
was passed back to the public in reduced rates or reduced taxes. 
If, however, we assume that the local authorities retained suffi- 
cient to free them altogether of their share of the subsidies— 
perhaps £20 millions—this might leave something like {£25 
millions a year as the gain to the Central Government. Thus, 
the total yield to the Central Government from landlords’ 
tax and subsidy savings might be something like £250 millions a 
year. If it were considered expedient to continue to build local 
authorities’ houses in the present quantities at costs which 
could not be covered by full market rents, the remaining cost 
of subsidies, estimated at about £16 millions a year, would 
begin to rise again, but only at the rate of some £2 millions a 
year as compared with the present rate of increase of about £5 
millions a year. 


Advantages 

The proposals here put forward seem on the whole to 
conform fairly well to the three criteria enunciated above— 
administrative convenience, agg as between persons and 
classes and economic desirability. To calculate the tax payable 
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on a rented house only two factors would need to be known— 
the rent paid on the date on which the new regulations came into 
force and the rent paid in the current year. The whole of the 
elaborate legal framework of the existing Rent Restriction Acts 
would fall away. 

Tax on owner-occupied houses would presumably have to 
be based on rateable values. Until the results of the new 
valuations under the Local Government Act of 1948 were 
available, this would lead to some inequities as between one 
owner-occupier and another, but these would presumably be 
temporary. Landlords would continue to be treated more 
harshly than owners of other types of property, though less 
harshly than at present. In due course, the tax would no doubt 
come to be regarded as most unjust and high in order of priority 
for reduction whenever the budgetary situation permitted. 
Pressure for its reduction would be all the more effective 
because the tax would also be paid by owner-occupiers, though 
these, unlike the landlords, would, as a class, be receiving 
commensurate benefits in other ways. For existing tenants as 
a whole the aggregate cost of increased rents would be greater 
than the aggregate benefits received, both as a result of the 
deduction to meet the increased cost of repairs and because 
the remaining benefits would have to be shared with those 
without houses; but the benefits would be distributed in such 
a way as to prevent cases of serious hardship, while some, 
especially those with large families, might be better off. Those 
without houses would receive a double relief of the injustice 
they are now suffering: they would be able to find houses to 
let, and their increased allowances and lower taxes would give 
them help towards paying the full market rents. 

The economic advantages of the change would include not 
only the restoration of mobility but also an increase in the 
supply of the sizes of houses and flats most in demand. As 
people in houses too large for them tried to economize by 
moving into smaller premises, rents of the larger houses would 
fall relatively to those of the smaller ones. This would not only 
make it easier for people with large families to occupy the larger 

remises, but would make it more profitable to convert the 
arger houses, with relatively lower rents and therefore 
relatively lower landlords’ taxes, into maisonnettes or flats for 
small families. Thus, the number of dwellings available for 
letting would be increased at a fraction of the cost of building 
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new houses. The tax on such converted premises would 
continue to be paid at the rate appropriate to the whole house 
before conversion. 

It must be emphasized that this scheme, if adopted at all, 
should be adopted as a whole. The omission of any part of it 
would destroy its balance, so that the introduction of the 
remainder might well serve merely to import new injustices in 
place of the old. 


Difficulties 

Whether such a scheme, however logically satisfactory, 
would ever be acceptable to the electorate of this country, or 
whether, even if accepted, it would meet with sufficient 
co-operation from tenants and landlords to render it workable, 
is open to considerable doubt. A large number, perhaps a 
majority, of tenants would be called upon to surrender in 
favour of other groups in the community some part of the 
rent subsidy they now in effect enjoy, and it may well be that 
the habit of regarding money rents as fixed, whatever the fall 
in the purchasing-power of money, is too ingrained to be 
altered by a change in the law, however desirable in the 
interests of the community as a whole. It is not unlikely that, 
even if such a measure could be passed into law, many landlords 
would be deterred by fears of trouble from raising their rents, 
at any rate to existing tenants. In this case, the Treasury 
would receive less revenue and would be able to pass on 
smaller benefits to taxpayers. Thus, tenants paying full market 
rents would receive less than appropriate compensation, 
especially as the failure of some rents to rise would raise the 
market rents of the remainder ; owner-occupiers would suffer 
a similar injustice. Mobility would also be less than fully 
restored, for those with complaisant landlords would be 
reluctant to move. No doubt in course of time rents would 
gradually become adjusted to their new level, but the injustice 
suffered in the meantime might well discredit the whole scheme. 
To meet this danger it might be necessary to compel landlords 
to raise their rents by assessing them on the basis of estimated 
market rents, but this would be an undesirable complication. 


PossIBLE SOLUTIONS 


If the abolition of rent restriction could be made to 
coincide with a general reduction in taxation its path could 
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be made much easier. An additional £100 millions or so would 
enable allowances to landlords for repairs and to those without 
houses to be given without reducing allowances to existing 
tenants as a class below the level required to meet the whole 
of their increases in rent. In this case it might be expedient 
to return to an adaptation of Mr. Harrod’s scheme. It is true 
that this would perpetuate the inevitably inequitable distri- 
bution of the rent subsidies now received by tenants. It is 
also true that difficulties would arise in fixing the rent grants 
given to persons without houses; for if the grant were to be 
determined by the increase over the standard rent of the 
first house subsequently occupied, it would create a fictitiously 

anded demand for the houses with the largest increases, 
which would drive their rents still higher. After a decent 
interval the new tenant could move to cheaper premises, taking 
his inflated grant with him, and leave the house free for the 
temporary occupation of a similar tenant. Allowances to those 
without houses would therefore have to be determined on some 
other basis, either in relation to need or on some kind of flat 
rate. Nevertheless, in spite of these objections, such a scheme 
would represent so great an improvement on the present 
system that if its chances of acceptance were better than those 
of a theoretically more perfect scheme it would be foolish to 
let them slip. 

If neither of the schemes suggested is regarded as politically 
practicable, the simplest alternative would be to return to the 
methods of the Act of 1923. These would include some 
immediate increase in rent for landlords who kept their 
premises in adequate repair and the release from control of 
any premises which fell vacant. As a statutory tenancy can be 
inherited only once, it then should not take more than two 
generations to rid ourselves of the disastrous incubus of the 
Rent Restriction Acts. 

F, W. PAIsH. 


London, 
March, 1950. 
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Wages in Full Employment 
By S. R. Dennison 


T is now recognized that the maintenance of a high level 
of employment brings with it various problems which 
received but little attention in pre-war discussions. Among 

these, the behaviour of wages is of central importance, and the 
demand for a “‘ wages policy ’”’ which was put forward during 
the War continues to be pressed as an essential part of the 
arrangements for the maintenance of economic stability. The 
most obvious problem is the danger of inflation. The argument 
usually runs that in conditions of full employment, still more in 
a “ seller’s market for labour,” the trade unions will demand 
increases in wages which employers will be able and prepared 
to grant, and this will lead to an inflationary spiral of rising 
wages and rising prices. If government is committed to 
maintaining a given level of employment, then it cannot go to 
the root of the trouble and impose a degree of deflation which 
would solve the problem at the cost of an increase in unemploy- 
ment. At best, there will be an attempt to suppress the 
inflation ; prices will be prevented from rising, and so perhaps 
the pressure for increased money-wages reduced ; controls of 
various kinds will be used to prevent the price mechanism 
from distributing goods and resources in accordance with a 
monetary demand which is out of line with the requirements 
of the national economy. In the end, it is doubtful whether the 
effects of a suppressed inflation are any better than those of 
an open one. 

Wages, however, are more than part of a stabilizing 
mechanism ; they are part of a price system which can help to 
secure those changes in the distribution of resources which 
are needed to meet the changing techniques and demands of a 
progressive economic society. Thus Keynes, although putting 
stability of the money-wage level as a primary objective of 


policy, saw that 
there are advantages in some degree of flexibility in the wages 
of particular industries so as to expedite transfers from those 
which are relatively declining to those which are relatively 
expanding. 

There thus arises the dilemma whether it is possible to 
secure stability of the level of money-wages and yet have a 
system in which there can be sufficient movement for wages to 
change relatively between different occupations and industries. 
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If stability means that no wages can be allowed to rise, then 
relative adjustments are ruled out ; but if, under free collective 
bargaining, a rise of wages in one trade leads to demands for 
increases from other trades, then stability will be impossible. 
In practice, the dilemma is not so stark as this. It is not a 
matter of all or nothing, but of a constant threat to stability 
together with a growing rigidity of the wage system as a result 
of the attempt to secure stability. 

It is the purpose of this article to show how this situation 
has developed in the past ten years, how the wage-structure 
has been — to a more rigid pattern within a framework 
of precarious stability. Although attention will be concentrated 
on certain problems of the wage system, it should be realized 
that they do not stand in isolation. What ultimately matters, 
for wages as for everything else, is the price and quality of the 
product; this is of crucial importance for our exports and, 
therefore, for our external equilibrium. 


IT 


THE PROBLEM OF STABILITY 


In spite of the demands for a wages policy in the war 
years, the Government set its face against any direct control 
of wages. The White Paper on Price Stabilization and 
Industrial Policy, issued in July, 1941, stated that it was the 
intention 

to avoid modification of the machinery for wage negotiations and 
to continue to leave the various voluntary organizations and 
wage tribunals free to reach their decisions in accordance with the 
relevant facts. 
Government policy would, therefore, be confined to determin- 
ing the environment of relevant facts; by taxation, some of 
the inflationary pressure would be reduced ; fair shares would 
be secured by rationing; price control through the use of 
powers to fix prices and of subsidies to meet increased costs 
would keep down the cost of living and, therefore, remove the 
need for major increases in wages. It would then be “ the duty 
of both sides in industry to consider together all possible means 
of preventing the rise of costs of production and so to obviate 
rise of prices which is the initial step in the inflationary process.” 
A loophole was left for “‘ adjustment of wages in certain cases, 
particularly among comparatively low-paid grades and cate- 
gories of workers, or for adjustment owing to changes in the 
form, method or volume of production.” This is the pattern 
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which has been followed since, and reiterated in various official 
statements and documents, culminating in the White Paper on 
Personal Incomes, Costs and Prices of February, 1948. 

There are differing opinions on the degree of success of 
this policy, on how far the trade unions and employers did 
exercise restraint, how far the Government played its part in 
preventing inflationary conditions. The following table 
summarizes some simple data of changes during the War. 


TABLE I 


WAGE-RATES, COST OF LIVING AND EARNINGS, 1939-1945 
September, 1939 = 100. 





Index of average 








July each Index of wage- Index of cost of weekly earningst 
year. rates * living * 
Men Women 
1940 113 121 129 120 
1941 122 128 144 135 
1942 131 129 161 167 
1945 136 129 176 191 
1944 143 130 180 198 
1945 150 134 176 194 





* Ministry of Labour. 
t Ministry of Labour enquiries ; manufacturing industries and 
certain non-manufacturing industries. October, 1938 = 100. 


The greater increase in weekly earnings as compared with weekly wage-rates results 

from a number of factors, which are described below. 
These figures do not suggest any considerable success. 

At the time of the announcement of the policy, the cost-of- 
living index was 28 per cent. above pre-war, and the intention 
was stated to keep the index stable at about 25-30 per cent. 
above September, 1939. As is normal in inflationary conditions 
of the kind then existing, wage-rates were then lagging behind, 
at 22 per cent. above pre-war. Within twelve months, the 
wage-rate index had caught up with the cost-of-living index, 
and then continued to rise while the latter was virtually 
stabilized (the high figure in July, 1945, was temporary, for 
that month only, the index falling back to 131 by September). 
Earnings rose much more than wage-rates, with incr 
hours of work at overtime rates, bonus payments and other 
factors. On these figures, the wage-earner had a substantial 
improvement in his income. 
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On the other hand, the cost-of-living index is not to be 
taken at its face value. This index was based on working-class 
expenditure before 1914. Thus, on the one hand, it gave too 

eat weight to the prices of certain goods and services which 
Bad become relatively unimportant in the worker’s budget 
by the 1930’s, while, on the other hand, it took little or no 
account of the prices of others which had come to be a significant 
part of expenditure. During the War, the prices of the goods 
and services which were over-represented rose less steeply 
than those of the goods and services which were given too 
little weight ; hence the index seriously understated the true 
rise in the cost of living. A recalculation, taking account of the 
changed pattern of consumption, shows that by 1945 the cost 
of living of working-class families had risen not by the 30 per 
cent. of the official index but by about 50 per cent. Trade 
unions, of course, did not need any refined calculations to 
show them that the official index was unrepresentative, and in 
their various claims for increases in wages they usually urged 
that the cost of living had risen by substantially more than the 
28-30 per cent. of the stabilized index. One of the primary 
functions of the trade unions is to maintain, if possible to 
increase, the real incomes of their members. It was hardly to 
be expected that even during a war, when there is need for a 
general reduction in standards, no attempt would be made to 
prevent a substantial fall. 

Moreover, to be effective, any self-denying ordinance of 
the unions would have had to be complete, for if one section 
of the workers obtains an advance in wage-rates there are almost 
bound to be demands from other sections. No trade union can 
for long stand by and see other trades getting significant 
increases while the wages of its own members are kept down. 
Further, an industry which falls behind in a general rise in 
wages will tend to lose labour, and will have to raise its wages 
in self-defence; this happened during the War and can be 
seen in the substantial increases in wages in certain trades 
which were particularly vulnerable to a loss of labour. For 
these reasons, the increases in wages during the War, as in 
the years 1914-21, came in fairly well-defined cycles, or 
founds. Some important industry, often engineering or coal, 
would start by getting an increase, and over a period of a few 
months this would be followed by demands from other trades. 
In some industries, wages before the War were regulated by 
sliding scales under which they varied automatically with 
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changes in the cost-of-living index. When the index number 
was pegged in 1941, further increases in wages in these trades 
were ruled out. In other trades, however, the stabilization of 
the index did not have this effect, and wages were raised as 
the result of direct ad hoc negotiation. It was, therefore, soon 
found necessary to abandon or modify the sliding-scale agree- 
ments, to allow the workers in those industries to share in the 
general rise in wages. 

In the result, it seems that the increase in wage-rates 
during the War did no more than keep pace with the true 
cost-of-living figure, though it was in excess of the official 
index. Earnings, however, rose more than the cost of living, 
on whatever basis it is measured, and thus there was a significant 
redistribution of income in favour of the wage earner. 

Since 1945, the danger of inflation has become, perhaps, 
more acute than it was during the war years. The central 
dilemma of a policy of attempting to maintain a given high 
level of employment when there are strong trade unions which 
do what is, after all, their job of improving the standards of 
their members, is that either the attempt will be frustrated or 
there will be progressive exploitation of the unorganized 
groups at the expense of the organized through a process of 
continuous inflation. 

The following table gives some data for the period since 
the War, a change in the basic information making it necessary 
to separate 1946-47 from the later years : 

















TABLE II 
WAGE-RATES, COST OF LIVING AND EARNINGS, 1946-1950 
Index of wage- Index of Index of earnings 
rates cost of living October, 1938 = 100 
Sept., 1939 Sept., 1939 - 
100 100 Men Women 
July, 1946 163 132 (Oct.) 175 201 
July, 1947 167 131 (April) 179 207 
June, 1947 June, 1947 : = 
"100 - 100° April, 1947 = 100 
Jan., 1948 104 104 April, 1948 109 108 
July, 1948 106 108 
Jan., 1949 108 109 April, 1949 113 115 
July, 1949 109 lll 
Jan., 1950 110 113 Oct., 1949 116 117 





* Interim index of retail prices. 
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In 1946-47, there was thus a further significant rise in 
wage-rates and in earnings. But the wage-rate index, based 
on weekly rates, takes no account of the reduction in the 
length of the standard working week which became general 
in industry during these two years. The demand for a reduced 
working week became in fact a demand for increased wages, 
as the new agreements of 1946-47 invariably not only reduced 
hours but also kept the weekly wage-rate unchanged, increasing 
hourly rates where necessary. Moreover, in most cases there 
was some increase in addition to that needed to compensate 
for reduced hours. And as the hours actually worked fell only 
slightly, some of the hours which had formerly been worked 
at standard rates were now paid at overtime rates. The 
Ministry of Labour estimated that the average of hourly rates 
for all industries rose by about 10 per cent. in each of the two 
years, which is substantially greater than the increases in the 
index of weekly rates. 

In 1948, the rise in wage-rates fell behind that in the new 
index of prices, which, of course, more accurately represents 
working-class expenditure than the old cost-of-living index. 
The year 1949 was a record for restraint in wage-rate increases, 
with a rise of only two points, against one of four points in 
the price-index. The estimated net increase in normal weekly 
rates of wages of workers affected by increases in 1949 amounted 
to just over £1 million, the lowest since 1940, and about one- 
third of 1946, the record year for increases. Earnings, however, 
seem to have kept pace with prices. 

This moderate increase since 1948 was the result of 
restraint by the trade unions. It is too early to be sure that 
this restraint will last, particularly if prices continue to rise 
and if earnings, as well as wage-rates, fall behind the price 
index. The increase in prices during the past few months 
has caused some restiveness in the unions, and several impor- 
tant claims for increased wages which were deferred in 1949 
are now being brought forward again. The recent attempt of 
the Trades Union Congress to secure agreement to a standstill 
has met important opposition, especially from certain industries 
which are leaders in general wage movements and which had no 
increases in 1949. Moreover, a new feature in the past two 
years, since the introduction of an index of prices which is not so 
rigidly stabilized as the former cost-of-living index, has been 
the re-emergence of sliding scales as a factor in giving increases. 
In 1946-47, less than 1 per cent. of the total of weekly wage- 
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increases negotiated was the result of the operation of sliding 
scales; in 1949, the proportion resulting from this cause was 
10°8 percent. Here there may be an appreciable lag, depending 
upon the constitution of the scale. In the building industry, 
for example, the agreement provides for an annual adjustment 
of wages according to the price index over the previous year, 
and although the building unions have postponed a claim 
for an increase of 6d. an hour, they have refused to accept 
a proposal from the T.U.C. to suspend sliding scales for a 
year, provided that prices do not rise by more than 5 per cent. 
It is thus at least possible that the next few months will see a 
quickening of wage-increases, as compared with 1949. Even 
if the policy of the T.U.C. were to be accepted by the unions, 
it is a very guarded policy, which pre-supposes a stability of 

rices, as well as a fixation of incomes other than wages, which 
is difficult to guarantee and which, indeed, may be inappropriate 
to the economic situation of the country. It seems unlikely, 
however, that it will be accepted without qualifications so 
serious as to undermine its effectiveness; the provisos are 
sufficient to allow of many claims, to the accompaniment of the 
same kind of dialectical exercise which marked those of 1948 
in the attempt to demonstrate that they came within the terms 
of the White Paper on Personal Incomes. 


Ill 


WAGES AND PRODUCTIVITY 

One important matter can receive only brief mention in 
this article. It is the possibility that the redistribution of the 
national income in favour of the organized workers has gone 
too far in too short a time. If the result is a check to capital 
and enterprise then there would be a cumulative effect on 
productivity and, therefore, on real wage-incomes. It is true 
that a considerable amount of investment is now undertaken by 
public authorities, at low rates of interest ; but it is possible 
that this is resulting in too great a concentration of our limited 
amount of capital in certain basic industries, leaving too little 
investment in other industries. If enterprise is being checked, 
the effects will be gradual and, perhaps, only to be discerned 
well after the event. It certainly seems that, until recently at 
any rate, the economic position of the country was such that 
there was need for a considerable rise in production without 
any increase in incomes, though it may be that recent increases 
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in productivity without corresponding increases in wages have 
narrowed the gap. 

It seems a widely-held view, usually urged by the trade 
unions, that wages ought to rise pari passu with productivity, 
and certain suggestions, of varying degrees of complexity, 
have been made for tying increases in wages to rising pro- 
ductivity. There is, however, a good deal of ambiguity in 
this matter. A proposal which is sometimes put forward, 
that wage-rates in general should rise as average productivity 
in industry increases, bristles with practical difficulties, and is 
undesirable on other grounds. The suggestion that wages in 
specific industries should be allowed to rise with productivity 
in those industries is nearer to the response which would be 
made by a wage-system in a free market ; but it overlooks the 
primary need to consider the cause of the increased productivity, 
and, therefore, the possibility that the proper response may 
be only a moderate increase in wages coupled with an expansion 
of investment and employment in the oe in which 
productivity is rising. Moreover, it ignores the fact that the 
proper response may also be a cheapening of the product ; 
concentration on people as producers, to the neglect of their 
interests as consumers, is always the source of much mistaken 
policy. The idea that it is the organized workers in an industry 
who must always have the main benefits of rising productivity 
in that industry is, indeed, based on too static a conception of 
the economic system. These considerations apply with added 
force to our external position. If we are to retain, and to 
expand, our export trade in face of foreign competition, then 
rising productivity may have to be at least partly taken out in 
the form of lower prices. The benefit of rising productivity to 
the whole community is then obtained through the gains from 
foreign trade and the maintenance of external equilibrium. 


IV 


MosILITy OF LABOUR 

Contrary to what now seems to have become the popular 
belief, the years between the Wars were anything but stagnant ; 
indeed, they saw a major transformation of the industrial 
structure of the country, involving a movement of labour 
between occupations, industries and places which was probably 
as great as in any previous period of modern history. To take 
just a few examples, in the nine years from 1928 to 1937, in 
the electrical apparatus industry the number of insured workers 
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more than doubled; in the manufacture of motor vehicles, 
cycles and aircraft, the increase was 50 per cent.; in coal- 
mining there was a decline of 20 per cent., and in cotton one 
of almost 30 per cent. These, of course, are net changes and 
do not show the full movement of workers into and out of the 
particular industries. In the period between 1921 and 1937, 
London and the Home Counties had a net inward migration 
of over 1-3 million persons ; inthe same period, South Wales 
lost close on 350,000 persons net by migration. Indeed, the 
loss by migration of substantial parts of their populations 
contributed to the grave problems of the depressed areas. It 
is, of course, true that there was also immobility of labour, 
of a kind which raised serious social problems, and that the 
efforts of government to encourage movement among workers 
who were least likely to be able to move met with only partial 
success; but the very fact that policy was directed towards 
the overcoming of immobility often results in obliteration 
from the memory of the vast movement which occurred 
spontaneously, without any assistance from official agencies, 

The movement was not, of course, brought about solely 
through differences in wages. There was also, for instance, the 
greater security of employment offered by the growing 
industries, the movement of labour fluctuating with the 
prosperity of these as well as with the degree of depression 
in the older industries. The situation was in fact highly 
complex, and it is certainly a travesty of the facts to regard 
the movement simply as one of unemployed workers from 
the depressed areas driven to seek employment in the more 
prosperous regions. There was, for one thing, a lot of movement 
within the prosperous regions, and here the effect of wage- 
differentials can be seen most clearly. Even between depressed 
and prosperous areas, a good deal of the movement was of 
workers who were employed and likely to remain so in their 
existing jobs, and there is some evidence to suggest that for 
them the attraction of higher wages was as significant as a gain 
in security. Moreover, the movement of the unemployed was 
concentrated on those who had not been unemployed for long 
periods. It was those workers who had been longest 
unemployed who proved most immobile. It is probably true 
that if more jobs had been available in the depressed areas at 
wages which were regarded as reasonable, then there would 
have been less migration than did take place; but it seems 
probable that differences in wage-rates were among the factors 
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which encouraged movement, and at least the wage-structure 
worked with, and not against, the other forces stimulating 
mobility. 

The experience of the war years is even more complex, 
for there are various new factors—conscription for the Forces, 
direction of labour, and a good deal of patriotic response. 
Even so, it is at least significant that most of the movement 
of labour was in the direction of higher wage-rates. Again, 
a great deal was entirely voluntary; it was, for instance, 
unnecessary to use compulsion to move women from cotton 
mills into engineering factories—but it was necessary at a later 
stage to use administrative methods to bring them back. 

If the redistribution of labour needed in war was 
substantially assisted by the fact that it largely accorded with 
the pattern of wage-rates, the contrary is true in the post-war 
period, when some at least of the war-time changes have to be 
reversed. Moreover, in conditions of full employment, the 
effect of differences in security will be minimized. While it 
may be true that there will be more jobs available in the 
expanding trades and districts than there were before the War, 
there will be less push from the trades and districts which ought 
to be declining. The Government sets a very high target of 
employment, and deems it necessary to take remedial action to 
create new employment at any point where unemployment is 
threatened, so that the stimulus to mobility through unemploy- 
ment virtually disappears. The operation of the policy for 
the Development Areas, whereby work is taken to the workers, 
places geographical mobility at a discount. In these circum- 
stances, the whole burden of stimulating mobility is thrown on 
to differences in wages in different occupations and places. 


V 


THE CHANGING PATTERN OF WAGES 
The White Paper of 1948 stated that 


relative incomes must be such as to encourage the movement of 

labour to those industries where it is most needed, and should 

not, as in some cases they still do, tempt it in a contrary direction. 
More than this, there has been a narrowing of differentials of 
all kinds, and though many of the facts are well-known it is, 
perhaps, not realized how far the process has gone. 
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The War of 1914-18 brought the first significant narrowing 
of the gap between skilled and unskilled workers. The following 








figures illustrate two industries : 
Taste III 
ENGINEERING BUILDING 
Labourer’sweeklyrate Labourer’sweeklyrate 

as percentage of as percentage of 

fitter’s rate bricklayer’s rate 
1914 59 67 
1919 77 83 
1920 79 87 
1924 71 76 
1939 75 75 
1949 86 80 





It is usual to explain the war-time changes by the fact 
that wage-increases were often given in the form of flat-rate 
cost-of-living bonuses to all grades, which is an obvious 
expedient to meet the needs of lower-paid workers without 
adding too much to inflationary pressure. Perhaps, however, 
there is more to it than this, in that a reduction of differentials 
was a reflection of conditions in the labour market. In the 
boom of 1920, the gap was narrower than in 1919 but with 
the slump, there was a rapid movement back to about half-way 
between the positions of 1914 and 1920. This again was 
partly the result of removal of some flat-rate bonuses, but it 
also seems to have been in accord with changed conditions 
in the demand for and supply of labour. Since 1939, the first 
part of the process of 1914-24 has been repeated, with a 
progressive narrowing of the gap. A continuation of an intense 
demand for labour would make any reversal improbable; 
it may be, indeed, that some narrowing of the gap between 
skilled and unskilled rates is a feature of a mature economy. 

Another smoothing-out of differences has been between 
men’s and women’s rates, and between those of adults and 
juveniles. The index of wage-rates does not distinguish 
between these groups until mid-1947, so figures of earnings 
have to be the guide. The table opposite shows the percentage 
increases in average hourly earnings since October, 1938, in 
the industries and services covered by the Ministry of Labour 
inquiries. 

The changes are, of course, the result of a combination 
of factors ; for instance, movement of workers between different 
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industries and occupations, and particularly of women into 
more highly-paid jobs, including some which were formerly 
regarded as men’s work. The net result is, however, clear ; 
in 1938 the average weekly earnings of women in these 
industries and services were 47 per cent. of those of men, 
and their average hourly earnings 52 per cent., while by 1949 
these proportions had risen to 55 and 62 per cent. respectively. 
Among juveniles there is again the narrowing of the gap between 
the sexes, in addition to the narrowing between their rates and 
those of adults. 


TaBLe IV 


PERCENTAGE INCREASES IN HOURLY EARNINGS OVER 
OCTOBER, 1938 








Youths and Girls 
Men Women boys (under 18 
(under 21 years) 
years) 
July, 1943 58 81 74 81 
July, 1945 69 95 77 94 
April, 1947 84 117 92 131 
April, 1949 107 147 135 184 





These movements are clearly the result of changing 
demands for and supplies of labour, largely comprehended in 
a widening of the market for women’s and juveniles’ work. 
It has been suggested that the War “ brought in with a jerk 
a change which was tending to come about under the pressure 
of persistent forces” ! (e.g. education, mechanization of 
production). This seems reasonable ; but an economic change 
brought in with a jerk is often followed by a reaction, the 
special circumstances which caused it having got a bit ahead 
of the persistent, and more gradual, social forces. We have 
already noticed the reaction in the differentials between skilled 
and unskilled rates after 1920. Women’s and juveniles’ rates 
may be a similar case, with the reaction prevented by a con- 
tinuance of a very high level of employment. We can illustrate 
this by some statistics of the relation between vacancies notified 
at and placings by the Employment Exchanges. These have 
been published at monthly intervals since August, 1947, and 
show the number of placings during each period of four 


*E. H. Phelps-Brown, “ Wage Levels After Two Wars,” Westminster Bank Review, 
November, 1949, 
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weeks and the number of unfilled vacancies outstanding at 
the end of the period ; they are subject to many qualifications, 
but they can be used for the present purpose, as follows: 


TABLE V 


PLACINGS AND VACANCIES AT THE EMPLOYMENT 
EXCHANGES 


(Numbers in thousands) 














Four weeks ended Four weeks ended 
3rd September, 1947 23rd November, 1949 
Placings Unfilled | (a) as % | Placings Unfilled (c) as % 
Vacancies of (0) Vacancies of (d) 
(a) (0) (c) 

Men oe ee 135 251 b4 225 125 180 
Women .. as 54 211 25 99 115 86 
Youths and boys 17 59 29 13 49 27 
Girls ‘ 13 84 15 13 69 19 
TOTAL .. 219 605 36 350 358 98 





Although these figures are not comprehensive, they 
indicate a seller’s market for labour, rather less marked in 
1949 than in 1947. They show a greater stringency for women 
than for men, and for juveniles than for adults. Here, behind 
the many complications and cross-currents of policy and 
negotiation, is the essential fact in the changed wage-structure. 

Changes in the relative wages in different industries are 
more complex, but the evidence provided by the enquiries by 
the Ministry of Labour into earnings can be used to show the 
general trend. These cover some six million workers employed 
in manufacturing industries and certain services, classified into 
96 industrial groups. Table VI shows the extent to which 
there has been a narrowing of the range between the groups 
with the lowest and those with the highest earnings (hourly 
earnings are available only since July, 1943, while a change 
in the classification of the industrial groups makes the data 
which are available for 1949 not comparable with those for 
previous years, so that our table must stop at April, 1948). 

For both weekly and hourly earnings the pattern 1s mu 
the same; a slightly greater range for hourly than for weekly 
earnings for men reflects the fact that workers in the industries 
with the highest hourly earnings work rather shorter hous 
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than those at the lower end of the scale—which is itself an 
interesting phenomenon. As well as this narrowing of the 
range shown in the table, there has also been a growing con- 
centration round the average. 


TABLE VI 
AVERAGE EARNINGS, 1938-1948 


Average earnings in the lowest-paid industrial group as 
percentages of those in the highest-paid 











Average weekly earnings Average hourly earnings 
Ali All 

Men Women en Men Women eosin 
October, 1938 .. 47 49 31 — —_ aun 
July, 1943. =_ —_ _ 5 54 42 
July, 1945 oe 63 53 38 60 54 43 
April, 1948... 66 57 43 63 58 47 





Although there have been many shifts in the relative 
position of various industries in the scale of earnings, it is still 
broadly true that those with the highest earnings before the 
War remain in that position, and those at the bottom of the 
scale now were also at the bottom before the War. Broadly 
speaking, the industries with the highest earnings in 1938 
were in the metal and engineering trades, those with the 
lowest were certain textiles (jute, flax), local authority employ- 
ment (labourers), and some service trades, such as laundries. 
The only major change is the appearance by 1948 of cotton 
as one of the highest paid women’s industries. In all, and 
neglecting numerous minor changes, the pattern of earnings is 
much as it was before the War, the major development being a 
narrowing of differences between the various industrial groups. 

Two industries which have greatly changed their position 
are omitted from the statistics. These are agriculture and coal- 
mining, in each of which wage-rates have increased by some 
170 per cent. since 1939. These increases have, however, 
done little more than raise earnings in these two industries 
to the level of those trades which were formerly prosperous. 
The agricultural worker’s minimum, for instance, is now on a 
par with the weekly rate of the engineering labourer. 

The equalizing process is also seen at work in the reduction 
of differences in the rates in different parts of the country, a 
matter of special importance for the coal-mining industry. If 
different localities are unequal in their suitability for a given 
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industry, and labour is in some degree immobile, we should 
expect to find differences in wage-levels, reflecting their 
relative efficiencies. To impose a uniform wage on all districts, 
determined by reference to the productivity of the more 
efficient districts, would normally cause some unemployment 
in the less efficient districts. If, of course, labour were perfectly 
mobile, and there were no social problems of change, a uniform 
national wage in an industry would be a good means of hastening 
decay in the less efficient districts and growth in the more 
efficient districts. But labour is not perfectly mobile, it may 
be made less mobile by a national uniform wage, and there 
are problems of change; a uniform wage may, therefore, 
do harm. Even before the War, there were national wage-rates 
in many trades, though differences in efficiency among districts 
found some expression in differences in earnings. There is 
now still more uniformity. Engineering is an example where 
an apparent diversity of rates now masks a considerable degree 
of uniformity. In 1948 there were 55 districts, but only 19 
different rates; and, taking fitters and turners, there were 
36 districts which had weekly rates in the range from rors. 
to 102s. 2?d., with only seven rates in this range. It is true 
that earnings may differ more widely; but even this degree of 
difference between rates was reduced after a Court of Inquiry, 
of August, 1948, which saw “ no justification for wide differ- 
ences for men engaged in the same occupations’’ and accor- 
dingly recommended that“ in future, the minimum basic rate 
for any district should not be less than those which are established 
for districts at present carrying the predominant rate.”’ 
The peculiar significance of this for coal arises from the 
very great differences in productivity in different districts, 
artly the result of age and geology; the output per manshift 
in the districts of high productivity is about twice that in the 
less efficient districts. The National Coal Board have drawn 
attention to the problem in their Report for 1948. There is 
already some degree of uniformity of earnings between districts, 
partly through a national minimum weekly wage already 
accepted by the Board, but there have been suggestions that 
there should be complete standardization of wages throughout 
the country. It would seem to be fair that two men doing the 
same job involving the same degree of skill and effort, but in 
different parts of the country, should be paid the same wage. 
This was apparently the feeling of the engineering Court of 
Inquiry already cited, and it is an argument which gains force 
under national ownership. Moreover, justice apart, a national 
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uniform wage would give a more contented labour force, 
haps less prone to ask for unjustifiable increases in wages. 
On the other hand, there is the need to cover costs by receipts 
from the sale of coal. Here the Board argue that wages have 
already been increased in anticipation of higher productivity 
which has yet to come. A national uniform wage would 
presumably have to be based on the wage in the more efficient 
districts, and this would mean a further raising of costs in the 
less efficient districts. If, of course, labour were mobile, the 
solution could be found in closing down the less efficient pits 
and moving the workers to more productive places, which would 
give an over-all gain of higher efficiency throughout the 
industry. Labour is not so mobile, however, and this process 
of concentration on the more efficient districts, which is in any 
case the policy of the Board, can be brought about only 
gradually. Meanwhile, costs would be increased and prices 
would have to be raised. The increase in prices would 
probably be moderated in some degree by the operation of the 
system whereby the less efficient districts are subsidized from 
the profits of the more efficient districts; but the continuing 
national loss in failure to concentrate on the more productive 
units would remain. 
This example of coal-mining may be an extreme case, but 
the same principle may be operative, if quantitatively less 
important, in other industries. 


VI 
MINIMUM WAGES 

A narrowing of differentials of all kinds, a solidifying of 
the wage-structure, is the result of a very high level of 
employment, maintained if necessary by monetary expansion, 
on which is superimposed an attempt to prevent inflation by 
restraint on wage-increases. It is in these conditions that the 
demand for minimum wage-incomes becomes most persistent 
and is most likely to be conceded. Even if stabilization requires 
that there should be no general increases, it is difficult to resist 
claims from the lower-paid workers; and if these are met, 
there is strong pressure upwards from the bottom. This was 
the main loophole in the various Government pronouncements ; 
it appears in the original White Paper of 1941, and although 
not explicit in the White Paper of February, 1948, it was made 
so by the Chancellor of the Exchequer, Sir Stafford Cripps, 
in the House of Commons—“ it may be that, even at the present 
time, some exceptional case exists where wage-rates are not 
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up to what might reasonably be regarded as a national sub- 
sistence level’ and, therefore, an increase would be justifiable 
“from a national point of view.” The Chancellor got into 
difficulties in trying to avoid defining a national subsistence 
level, and could only say that 

it must obviously be determined by the level of wages ruling at 

the bottom end of the scale at any given time. 
This was, not unnaturally, taken up by the unions, and the 
claims which came after the White feo all stressed that the 
lower-paid workers were receiving wages below a subsistence 
level. They did not, however, adopt the Chancellor’s definition; 
indeed, if the lowest wages are to be regarded as the national 
subsistence level for the time being, this would leave things as 
they are. Instead they had recourse to statistics; the Con- 
federation of Shipbuilding and Engineering Unions in July, 
1948, for instance, used surveys by the Oxford Institute of 
Statistics showing the wage needed to maintain a family at a 
reasonable standard of subsistence in support of a claim for 
national minimum rates of £5 15s. od. for skilled, and £5 os. od. 
for unskilled workers, with pro rata adjustments for inter- 
mediate grades and the maintenance of existing differentials. 
The claim was not conceded, though some increase in existing 
rates was given. 

This emphasis on minimum rates for lower-paid workers 
is to be found in many recent claims, e.g. coal-mining and rail- 
ways. At the end of 1949, the National Union of Railwaymen 
= forward a claim for a minimum wage of £5 a week ; this 

not yet (March, 1950) been decided, but previous negotia- 
tions are significant. In August, 1948, this Union asked 
for a flat-rate increase of 12s. 6d. a week for its members. 
While arguing that this claim was consistent with the White 
Paper, which was “ only accepted by the Trade Union move- 
ment on certain well defined conditions—one of which was 
that prices must be reduced,” whereas prices had risen and 
“ real wages had actually falien over the period in question,” 
there was again cnels on a minimum standard 
subsistence, supported by the same statistical evidence from 
the Oxford Institute surveys, and with the enunciation of 
the principle that “ the first charge on the industry should be 
the eon og of a reasonable standard of living for those 
employed in it.” An interesting feature was that this claim 
was not supported by the Associated Society of Locomotive 


1 All quotations on this claim are from the Report of the Board of Conciliation appointed 
in July, 1949, 
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Engineers and Firemen, a much smaller union, with 84,000 
members as against the 450,000 of the N.U.R., but with the 
majority of running staff of the railways. The reason was not 
that they were satisfied with existing rates, but that “ they 
attached the greatest importance to the maintenance of the 
balance of relativity between grade and grade in the railway 
service.” The Railway Executive made the point that the 
margins between the various grades had become so small 
that there was no adequate incentive to take promotion, and 
that an earlier agreement of February, 1948, which the N.U.R. 
now sought to upset, had been designed to improve this 
position. As in all claims, there are, of course, many 
complicating features and, given certain assumptions, much 
ight on both sides, but this case appears to bring into clear 
relief the fundamental dilemma between the establishment of 
minimum standards, to be maintained at all costs, if possible 
to be raised, and the preservation of the differentials which are 
necessary to give adequate rewards to superior skill and 
efficiency and to encourage movement of labour to where it is 
most needed. 


VII 


CoNCLUSION 

Certain problems seem to stand out from this survey. 

It could be claimed that policy so far has had at least a 
moderate degree of success so far as stabilization is concerned. 
We have avoided serious inflation and there has been a good 
deal of restraint on the part of many trade unions. Moreover, 
there seems to be growing appreciation of the dangers which 
face a society which is determined at all costs to maintain a 
high level of employment but which cannot achieve stability 
of wages and prices. On the other hand, the price of restraint 
has been the maintenance of various controls which are hard 
to justify on other grounds and their manipulation to try to 
prevent a rise in money-wages and then to offset the effects 
of such increases as do occur, with possible retardation of 
our economic recovery. Moreover, the situation is continuously 
potentially dangerous—the margin of safety is narrow and we 
never know when there might not be a breakaway. The decision 
to retain free collective bargaining has, in effect, meant that 
over a large field economic policy is determined by the actions 
of the trade unions. This original decision was, I believe, 
night. But it is, perhaps, too much to expect trade unions to 
assume a responsibility which accords neither with their 
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primary functions nor with their organization ; it is, surely, a 
mistake to require “the employers’ organizations and the 
Trades Unions to exercise a sense of duty as trustees for the 
country in the adjustment of wages and conditions and in the 
prevention of a rise of prices.’’ Responsibility for economic 
stability can rest only with the authority which assumes 
responsibility for maintaining a high level of employment; 
the prevention of inflation is not the duty of trade unions but 
of government. If government wishes to retain free collective 
bargaining, together with other free institutions, then it must 
create the conditions in which that system can fulfil its proper 
functions without a continuous threat to stability and social 
order. 

Within the wage-structure, the changes since the War 
have resulted in a growing rigidity, and it seems that the 
dominant factor in these changes has been the very high level 
of employment. The comparative failure to secure those 
changes in the distribution of labour among industries which 
have been set out year by year in the official Economic Surveys 
is only to be expected in conditions of over-full employment 
and narrowing wage-differences. It has been suggested that 
in conditions of a high level of employment, mobility of labour 
between occupations may require greater differences in wages 
than existed formerly. The trend towards equality of wage- 
incomes is a trend towards the elimination of those differences 
which provide the mechanism of change. This problem would 
remain even if the problem of stability were solved ; indeed, 
it would be intensified, for stability would rule out any move 
which was necessary to enlarge existing wage-differences or 
to create new ones. 

There is also, however, a good deal on the credit side. 
Some of the pre-war differentials were, perhaps, difficult to 
justify on social grounds, and the war-time and post-war 
conditions may have gp ire that jerk which was needed 
to bring about desirable change—for example, the raising of 
the agricultural labourer and the coal-miner from their previous 
depressed levels, and possibly the improvement in many 
women’s occupations. It has, however, been suggested that 
these changes have gone so far because of the very high demand 
for labour, and that if there were a recession from the present 
over-full employment there would be some reversion towards 
the pre-war relationships, as happened after 1921. The Royal 
Commission on Equal Pay, reporting in October, 1946, took 
this view, remarking that certain long-term influences which 
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had been operating to place a higher valuation on women’s 
work may have been permanently strengthened by war-time 
developments, but that the near future might prove less 
favourable to the claims of women than the immediate present. 

The existence of over-full employment is, indeed, the 
dominating element in these problems of wages, as it is in 
so many other spheres. The need for a “ wages policy” 
arises because of the determination to keep unemployment 
down to a minimum which is lower than ever before experienced 
for any length of time except during war. If this is put as 
the first objective of policy, to which all other aims must in 
some measure be subordinated, then it would seem impossible 
to formulate a satisfactory policy for wages which will at one 
and the same time maintain stability and also allow that 
flexibility which is the mechanism of economic change. Of 
the two problems, that of stability and that of flexibility, 
either taken singly may be insoluble within the governing 
condition of very high employment; an attempt to combine 
them in a single solution would be doomed to frustration, 
for they are inconsistent objectives. 

It is impossible to say by how much the objective of 
maintaining the maximum possible level of employment would 
have to be modified in order to make these problems capable 
of solution, but there are grounds for believing that only a 
slight rise from the present level of unemployment, which is 
1°8 per cent. of insured workers, would make an appreciable 
difference. It may be that we shall be driven by the sheer 
logic of events to make the choice between maximum employ- 
ment with precarious stability and a good deal of rigidity on 
the one hand, and a less ambitious objective of employment 
together with more assured stability and some flexibility 
on the other. While we can agree with Adam Smith that 
“what improves the circumstances of the greater part [of 
society] can never be regarded as an inconveniency to the 
whole,” and so welcome the improvement in the standards 
of a large part of the wage-earning population in recent years, 
it would be even more comforting if the improvements were 
more assured and better founded. We need to remember the 
same author’s other dictum that “ the progressive state is in 
reality the cheerful and hearty state to all the different orders 
of society. The stationary is dull; the declining melancholy.” 


Cambridge. 
March, 1950. S. R. DENNISON. 
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British Industrial Production 


By Professor Ely Devons 


N recent months there has been much argument about 

the magnitude of the increase in United Kingdom indus- 

trial production since the end of the War, and how pro- 
duction and productivity now compare with the pre-war level. 
Official spokesmen have made great play with the statement 
that pts is 30 per cent. higher than before the War, 
while their opponents have been equally anxious to deny that 
there has been any increase of the kind. When figures are 
bandied about as a prop for political propaganda it becomes 
difficult to distinguish between evidence and prejudice and it 
is not surprising if the whole subject is now much confused. 

The aim of this article is to help to dispel that confusion, 
One cannot hope to do this, however, without examining in 
some detail such evidence as is available. For the benefit of the 
reader who is not versed in the technicalities of statistical 
method, therefore, it may be useful to summarize at the out- 
set the main points which emerge from this examination : 

First, we shall see that in the measurement of production 
there can be no absolute precision. Nobody can say that one 
particular answer is right and all the others wrong because— 
apart from defects in the material on which such calculations 
are based—the answer reached will depend upon the weight- 
ing accorded to the different industries and it is possible to 
defend various bases of weighting. 

Secondly, we shall see that the official index published by 
the Central Statistical Office shows a greater increase in 
gag po both since 1946 and pre-war than that compiled 

y the London and Cambridge Economic Service. The best 
pre-war year with which to make statistical comparisons 1s 
1935. Compared with that year, production in 1949 showed 
an increase ranging from 22 to 47 per cent. according to the 
index and weighting system used. But 1935 was not the peak 
pre-war year. If 1949 is compared with 1937, the increase in 
—— was, on the highest basis, 24 per cent., and on one 

asis no higher than 5 per cent. 
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Thirdly, it will appear that any increase in production 
which has taken place in recent years has been by no means 
phenomenal or unprecedented. In the eleven years from 
1924 to 1935—during the inter-war period, which we are now 
commonly led to believe was one of stagnation—the best 
estimate that can be made suggests that the increase in produc- 
tion was actually 34 per cent., and that without any increase 
on balance in the numbers employed. 

It should also be remembered that the whole of this 
analysis is concerned only with industrial production, and 
that this is only part of the whole field of economic activity. 
Industrial production is now normally taken to include 
manufacturing industry, mining, building, and gas, water and 
electricity supply. Roughly, in terms of employment, these 
industries covered in 1948 about one-half of the total of 
economic activity. The sectors not covered are agriculture, 
transport, distribution, commerce and finance, services, public 
administration and the armed forces. Although the movement 
of industrial production is of significance in itself, one of the 
main reasons why it is selected for special attention is that 
regular monthly statistical information is available for that 
section of the economy in much more detail than for other 
sectors. 


I 


THE LEVEL OF PRODUCTION 


To assess the significance of the movement in industrial 
production shown by index numbers, it is necessary to under- 
stand something of the basis on which they are compiled. 
The two main problems in calculating index numbers of this 
sort are, first, to collect together sufficient data about the 
production of individual commodities, and, secondly, to decide 
how these individual commodities are to be combined to give 
a general index. The first problem can be solved satisfac- 
torily only for years in which there is a Census of Production. 
For it is only in such years that the whole field of industry can 
be covered. For all other years partial data have to be used, 
selected so as to be representative of as wide a field as possible. 
The last year for which census of production data are available 
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is 1935; although a full census was taken in 1948, the results 
have not yet been published. The two monthly indices of produc- 
tion which measure changes in production since 1946 have, there- 
fore, to be based on partial data. But for some sections of 
industry there are no figures of the physical quantity of pro- 
duction, which must then be estimated indirectly. There 
may, for example, be figures for the value of production 
which can be adjusted to allow for changes in prices. The 
most important use of this method is in the case of engineer- 
ing. Other indications of the size of physical output could be 
the quantity of raw materials used, or changes in the level of 
employment in the industry. Provided that the data on which 
they themselves are based are reliable, these indirect methods 
are unlikely to be very misleading in making short-term 
comparisons. But for long-period comparisons they are much 
more dangerous. 

But even when these indirect indicators are included— 
and some of them are based on flimsy information—only part 
of the total field of activity is covered. Thus, it is estimated 
that the indicators used in the Central Statistical Office current 
index number—in total about 400—cover directly or indirectly 
about two-thirds of the total net output of the industries included 
in the index. The degree of coverage varies substantially 
between industries. The greatest coverage is in mining and 
quarrying and metal manufacture (95 per cent.) ; clothing 
and other manufacturing industries (90 per cent.) ; food, 
drink and tobacco (85 per cent.) ; and gas, water and electricity 
(80 per cent.): the lowest in precision instruments (20 per 
cent.) ; miscellaneous metal goods (35 per cent.) ; engineering, 
shipbuilding and electrical goods (45 per cent.); building 
and contracting (55 per cent.) and vehicles (60 per cent.). 

The second major problem is how to add together the 
various units of outputs on a common basis. This raises 
many theoretical and practical difficulties. If we want to 
measure the change in physical production without allowing 
price changes to influence the result, we must choose the net 
outputs of a single year for making the comparison over a 
series of years. But there is no theoretical reason why the net 
outputs of one year in the period should be preferred to another. 
And using net outputs foe different years might give quite 
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different results if there is a substantial movement in the 
relative “ net output value” of different commodities. In 
making a:comparison between any two years, we can indeed 
always get two results. 

There is the further practical difficulty that reliable “* net 
output ’’ or “ value added” figures are only available in the 
census of production, so that the latest complete data are for 
the year 1935. Both the Central Statistical Office and the 
London and Cambridge Economic Service have estimated net 
output for 1946 on certain rough assumptions about the 
relation between the movement of wage-bills and prices and 
net output between 1935 and 1946. And they both use these 
estimated 1946 net outputs in calculating their current index 
number. For the comparison with pre-war, both calculate two 
index numbers: one on 1935 net output, and the other on 
estimated 1946 net output. 

The use of 1946 estimated net output as the standard of 
the contribution to production made by different spheres of 
activity raises yet another problem, arising out of price control 
and rationing. Suppose, for example, that coal and cotton 
textile prices and wages had been left completely free in 1946 ; 
is it not likely that they would have risen even more than they 
did? Was not the true value added per ton of coal or per yard 
of cloth much higher than the actual controlled value? It 
was because of this that it was necessary to ration their use. 
So if we use the actual value added when prices are controlled, 
the importance of movements in coal and cotton cloth pro- 
duction will be under-estimated in calculating the final index 
number. There is no escaping this difficulty, for it is impossible 
to guess what relative net outputs for each commodity would 
have been in 1946 had there been free movement of prices, 
wages and other incomes. But it does throw some doubt on 
the meaning of any measure of production which is based on a 
weighting system which reflects the peculiarities of price 
control. 

Where there are such a large number of practical and 
theoretical difficulties, judgement and even taste will enter as 
an important element in how the calculation is done, and it is 
not surprising that there are substantial differences between 
the movement of production shown in the two index numbers, 
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particularly in the comparison with pre-war. The figures for 
the main groups of industries since 1946 are shown in the 
following tables. 


MOVEMENT OF INDUSTRIAL PRODUCTION SINCE 1946 
1 


(a) CenTRAL STATISTICAL OFFICE 





MANUFACTURING INDUSTRIES 














Mining; Total | Metails,; Chem-| Tex- | Food, Other Gas, 
Total and | Engin- ical | tiles | Drink | Mfg. | Build- | Water 
Quarry- eering, | and and and Indus- ing and 
ing and Allied | Cloth- Tobacco’ tries Elec- 
Vehicles} Trades | ing tricity 
1947 .. 108 102 109 | 112 105 107 lol ill lll | 103 
1948— 
4° aw 120 lll 122 126 © 121 121 104 125 116 | 119 
2nd Or. .. | 122 lll 123 | 129 | 119 122 109 123 126 = 1dl 
Srd Qr. 115 101 118 | 121 115 116s «106 120 121 95 
4th Qr. 126 114 128 si13l 124 125 119 130 122 | 119 
1949— 
Ist Qr. .. | 128 117 131 136 «=6:1124 132 | lll 136 | 120 | 127 
2nd Qr. .. | 129 lll 133 138 126 132 120 135 129 | 104 
3rd Qr. 123 104 126 131 115 124 109 _-:134 130 96 
4th Qr. 135 119 138 144 128 135 118 129 | 1233 
(b) LonDON AND CAMBRIDGE ECONOMIC SERVICE 
MANUFACTURING INDUSTRIES 
Metals, 14s 
Puel Ship- | Chem- Building 
Total and Total building, 1! Textiles, Food, Other Materi 
Power Vehicles, ~~ hap Drink | — end 
atMtetal | Allied Leather = on Furniture 
Using 
Inds. 
1947 107 103 107 lll 100 106 100 110 109 
1948— 
Ist Qr. .. 116 113 117 123 115 116 96 122 117 
2nd Qr. .. 119 109 20 127 116 117 102 123 127 
Srd Qr. .. 112 101 113 117 114 110 101 114 123 
4th Qr. .. 124 119 125 133 124 120 106 125 127 
1949— 
Ist Qr. .. 126 124 126 134 128 124 99 136 124 
2nd Qr. .. 124 112 126 133 124 120 1ll 133 124 
Srd Qr. .. 118 104 121 123 120 118 109 130 121 
4th Qr. . 1x0 125 137 110 127 





The official Central Statistical Office index number 
shows an increase in industrial production of about 29 per cent. 
between 1946 and 1949, and the London and Cambridge index 
a rather smaller increase of about 24 per cent. over the same 
period. ).It is impossible to compare individual groups, since 
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the grouping is different in each, but the London and Cam- 
bridge index seems to be lower throughout. While all groups 
shared in the increase in production over the period, the rise 
was most marked in the metals, engineering and shipbuilding 
and miscellaneous manufacturing group. This movement is 
particularly significant because in 1946 production in these 
industries was already well above the pre-war level, whereas 
the increase in the mining, building, textiles and clothing 
groups was from a level much below pre-war. 

It would be a mistake to suppose that the difference of 
some 5 per cent. between the two indices represents a margin 
of error and that the true increase lies somewhere between 24 
and 29 per cent. The difference is almost an accidental one 
arising out of the minor differences in coverage and in the 
methods used. On the other hand, there is a great deal of 
common ground and to this extent any error would affect them 
both ; the indices cannot be regarded as independent estimates 
largely confirming each other. 

Indeed, it could be argued that both tend to exaggerate 
the increase in production since 1946, if this is meant to be 
used as a measure of work done. Where, as in engineering and 
vehicles, the indicators relate mainly to finished products 
—e.g. deliveries of machinery, radio sets, vacuum cleaners, 
cars, commercial vehicles, locomotives, railway wagons, etc. 
no account at all is taken of the work in progress in the earlier 
stages of production. Now it was just these industries that 
had to face the major problem of conversion from war to peace- 
time production after 1945. In the year 1946 they were to a 
substantial degree still engaged in the early stages of production, 
or even the tooling-up stage: that is, in refilling the empty pipe 
lines. It was not until 1947 or 1948 that much of this prelimin- 
ary work reflected itself in an increased output of finished 
products. Hence, the rise shown by the relevant indices between 
1946 and 1949 greatly exaggerates the true increase in produc- 
tive effort and the results secured from it. The indices give a 
satisfactory picture if the intention is to measure changes in the 
output of goods ready for use but not if it is to measure the 
amount of work done. 

_ Even greater hazards are involved in comparing production 
in 1946 with that before the War. The nearest pre-war year for 
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which extensive information about production is available is 
1935, when a census was taken. But even for that year it is 
difficult to get information on the same basis as the indicators 
available for 1946. Consequently, the field covered is narrower 
and less representative in the 1935/1946 comparison, than in 
the index since 1946. The relative movement of net output 
prices was also substantial between 1935 and 1946, so that a 
comparison on 1935 net outputs gives substantially different 
results from that with 1946 estimated net outputs. Further, 
substantial changes in quality may have taken place over 
this period. In so far as these are merely changes in the 
relative importance of the production of different qualities 
within any group—e.g. of cars of different horse-power—it 
can be allowed for if indicators are available for the different 
categories. But if the movement is a general change in quality 
affecting all categories, there is no way of allowing for it. 
Any estimates of change in general quality must be made on 
an impressionistic basis which is obviously hazardous. But it 
would be difficult to argue that in general, category for category, 
the quality of industrial products made in 1946 was superior 
to those made in 1935. This inevitable neglect of the factor of 
quality is bound to show 1946 as too high in relation to 1935. 
On the other hand, the fact that there was an unusual amount 


PRODUCTION IN 1935 














1946 = 100 
Central Statistical & ; 
4g [gnc «Cane 
1935 1946 | | _ 1935 1946 
weights weights weights weights 
TOTAL aia “is 88 95 TOTAL a i 95 102 
Mining and Quarrying | 122 122 Fuel and Power ot % 
Manufacturing. . oft & 91 Manufacturing -- | 100 96 
Metals, Engineering and | Metals, Shipbuilding, 

Vehicles - ot 79 | Vehicles,Engineering | 81 79 
Chemical and Allied .. 63 67 Chemical and Allied .. 75 77 
Textiles and Textiles, Clothing and 

Clothing .. oo) 138 Leather .. oo | ID 137 
Food, Drink and | Food, Drink and 

Tobacco... os 79 84 Tobacco .. ee 90 97 
Other Manufacturing.. | 109 lll Other Manufacturing 117 118 
Building Building, Building 

and Materials and Furni- 

Contracting .. ee 127 127 ture ee “s 135 142 
Gas, Water and 

Electricity .. es 57 62 
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of work in progress compared with finished production in 1946 
would tend to show 1946 too low as compared with 1935. 

As can be seen from the table opposite, which gives both 
index numbers for 1935 compared with 1946, on 1935 and 
1946 net output weights, there is a substantial difference 
between the two index numbers, although the margin of 
difference between the 1935 and 1946 weighted index numbers 
—about 7-8 per cent.—is much the same in each case. 

This comparison between 1935 and 1946 provides a basis 
for comparing 1949 output with pre-war. But considering all 
the hazards that have been taken in the 1935 to 1946 calcula- 
tion, any comparison that is made can be considered only 
arithmetically but not statistically precise. Taking 1935 as 
100, the various estimates would give the following increase for 
1949 compared with 1935 : 

1949 PERCENTAGE INCREASE COMPARED WITH 1935 


London and Cambridge Central Statistical 
Economic Service Office 
With 1935 /46 comparison— 
On 1946 weights .. os + 22% + 3% 
On 1935 weights .. ee + 31% + 47% 


The comparison with 1935 for individual groups shows the 
change that has taken place over the last 15 years in the 
structure of British production. This comes out clearly 
whichever set of figures is used; the remarkable increase— 
almost doubling—of production in the metals, engineering, 
vehicles and chemical groups and the decline in textiles and 
clothing. 

The fact that the best statistical comparison can be made 
with 1935 should not lead to the assumption that this is the 
most appropriate year to use. According to the latest estimates 
of the Central Statistical Office, production in 1937 was about 
16 per cent. higher than in 1935, and even in 1938—a year of 
relative depression—it was 10 per cent. higher than in 1935. 
Using 1937 as the basis of comparison would give the follow- 


ing result : 
1949 PERCENTAGE INCREASE COMPARED WITH 1937 
London and Cambridge* Central Statistical 
; Economic Service Office 
With 1937 /46 comparison— 
On 1946 weights ..  .. + 5% + 16% 
On 1935 weights .. ee + 12% + 24% 


* Assuming the percentage movement in the London and Cambridge index between 
1935 and 1937 on the same basis as that shown by the Central Statistical Office. 
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A whole range of different sets of figures can be obtained 
by taking 1938, or the average of 1935-38, or any other com- 
bination of the immediate pre-war years for which there are 
figures. But the dispute as to what reliability to place on the 
figures is likely to continue until the final results of the 1948 
census of production are published. 

How does the movement of industrial production shown 
by these figures compare with earlier periods of time? Mean- 
ingful comparisons can be made only for the census of produc- 
tion years, 1907, 1924, 1930 and 1935. The increase in pro- 
duction between 1907 and 1924, a rather longer period than 
from 1935 to 1949, has been estimated at about 24 per cent. 
The increase in industrial production between 1924 and 1935 
was 34 per cent. Such estimates as are available suggest that 
there was a further increase of 16 per cent. between 1935 and 
1937. It is obviously a mistake, even if the higher estimates 
are used, to think of the increase in industrial output compared 
with pre-war as exceptional. 


II 
PRODUCTION AND EMPLOYMENT 


To arrive at an estimate of productivity per head we 
need to compare the movements in the volume of production 
with those in the numbers employed. Unfortunately, there 
have been since 1935 suhotadiel changes in the basis of com- 
pilation of the figures of man-power published by the Ministry 
of Labour. The biggest change came in 1948 when the com- 
prehensive insurance scheme was introduced, and at the same 
time an entirely new industrial classification was adopted. 
There is thus a complete break in published man-power 
figures for the period before and after June, 1948, and the 
official statisticians have made no attempt to link together 
these two sets of statistics. Nevertheless, some rough idea of 
percentage changes can be obtained by linking together the 
changes for the periods 1935-38, 1938-48 and 1948 to 1949. 
The movement, even on a percentage basis, can be calculated 
only for broad groups of industry. Any detailed comparison 
is impossible, because of the change in industrial classification. 
The movement for these groups on this rough basis is shown 
in the table opposite. 
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Comparison of changes in employment and production 
since 1946 are much affected by the importance of changes in 
work in progress in relation to finished output, especially in 
the metal and engineering group of industries. If the point 
of such a comparison is to discover by how much the “ work 
product” per man has increased then it is doubtful whether 
these figures should be used at all. 


EMPLOYMENT IN INDUSTRIES COVERED BY THE 
INDUSTRIAL PRODUCTION INDEX NUMBER* 








1946 = 100 

Mining Manufactur- Building Gas, Water 
Total and ing and and 

Quarrying Industry Contracting Electricity 
1935 June 89 96 89 103 88 
1937 June 101 105 102 105 99 
1938 June 98 105 97 107 100 
1939 June 104 108 104 lll 101 
1946 June 100 100 100 100 100 
1947 June 108 103 108 114 111 
1948 June 110 104 110 116 115 
Sept. 111 104 111 117 116 
Dec. 1ll 104 111 115 117 
1949 March 1ll 104 112 114 118 
June 112 104 112 116 119 
Sept. 113 103 113 116 121 





* This table is compiled by linking together the movement shown by three sets of 
figures: (1) insured persons in employment for June, 1935, June, 1937, June, 1938; 
(2) man-power occupied (excluding unemployed) as shown in the Statistical Digest on the 
basis of the “ old series” for June, 1938, June, 1939, June, 1946, June, 1947, and June, 
1948; and (3) man-power occupied—less unemployment—on the basis of the “ new 
series” for June, 1948, onwards. 

Comparisons over a longer period of time are made 
hazardous for other reasons: the very rough measures of 
changes in man-power and production that are available, and 
particularly the fact that the production estimate is itself partly 
based on employment changes. A wide range of different 
results can thus be obtained according to which production 
index is used. Purely for the purpose of illustration—not 
because it is necessarily the best estimate to take—a com- 
parison is made here between the man-power movement 
shown in the above table and the Central Statistical Office 
index number over the period, with 1946 net output weights. 
On this basis, while production increased between 1935 and 
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1949 by 36 per cent., man-power employed increased by 
26 per cent., giving an increase of about 8 per cent. in the 
ratio of production to man-power. There is a striking difference 
in the movement of different sections of industry. For mining 
and quarrying, employment was higher in 1949 than in 1935, 
but production still substantially lower. For building and 
contracting, while production is shown at about the same 
level in the two years, there was an increase of over 12 per 
cent. in employment. This indicated decline in output per 
head (which would be much greater for building if the com- 
parison were made with 1937 or 1938) is in line with evidence 
on this subject obtained in more detailed examination of these 
two industries. 

The figures for manufacturing industry show quite a 
different movement. While production was 45 per cent. 
greater in 1949 than in 1935, employment increased by only 
26 per cent. Detailed comparisons within this group are 
impossible because of the change in the classification of the 
man-power figures, but examination of the broad groups 
gives some exceedingly queer results. In the metals, engineering 
and chemicals group of industry there is an apparent increase 
in output per man since 1946 which almost certainly reflects 
to a large extent the substantial amount of work in progress 
in that year, but no apparent increase compared with 1935. 
And yet it is just this group that benefited most from the 
extensive new building of factories and provision of new 
equipment during the War, much of which was suitable for 
prt use. It is doubtful whether any importance should 

¢ attached to this comparison, since the production index for 
this group is the weakest of all while the price index used as 
a deflator is itself partly based on changes in wage-rates. 
Comparison of production and employment in the other major 
groups—such as textiles and clothing, and food, drink and 
tobacco—yields results which are equally difficult to interpret. 
One cannot escape the conclusion that if we want to measure 
changes in productivity compared with pre-war and arrive at 
figures on which we can rely, we must examine the position 
industry by industry in much greater detail than is possible 
from the general statistics of production and man-power that 
are at present published. 
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Whatever figures we choose out of the large range available, 
the results should be considered against the background of 
changes in production per man in previous periods of time. 
A comparison of production and man-power changes from the 
1907 and 1924 censuses gives an increase of 8 per cent. in 
output per operative ; and this is reduced to 4 per cent. when 
administrative, clerical and technical staff are included. Over 
the period 1924 to 1935 there was actually a fall in operatives 
employed, but if account is taken of other staff, there was 
little change on balance. Hence, the whole of the increase 
in production during the period, of about 34 per cent., can be 
attributed to increased output per man. 

Even if complete reliance could be placed on the statistical 
material available for comparing production and employment 
over the whole field of industrial activity, interpreting the 
_— of the result is no easy matter. For the quotient 
of production and employment changes reflects a whole mass 
of what may be complex movements. The sex and age dis- 
tribution of the population, hours of work, degree of 
absenteeism and sickness, changes in capital equipment, the 
organization of production, the distribution of the employed 
= between various industrial activities, are merely a 
ew of the large number of factors which influence this quotient. 
The analysis of the importance of each of these can only be 
attempted in relation to figures for individual industries, or 
indeed only for detailed processes within each industry. It is 
only in such studies that the significance of these various 
factors in determining changes in productivity can be 
ascertained. And it is only on the basis of such analysis that 
conclusions can be drawn about changes in efficiency. 

The effect of changes in the distribution of employment 
between different industries is often overlooked. If there are 
substantial differences in net output per person as between 
different industries an increase in over-all productivity per 
man may come from a movement of labour away from the 
industries in which output per head is low to those where it 
is higher than the average. In such circumstances over-all 
productivity per man can increase, even if there is no increase 
in each industry. The changed distribution of the employed 
labour force now, compared with 1935, would of itself tend to 
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increase over-all output per man. The striking change in 
the distribution of industrial activity over the period has been 
the substantial increase in metals, engineering, vehicles, 
chemicals and electricity, at the expense of mining and quarry. 
ing and textiles and clothing. According to the net output 
figures used in the Central Statistical Office index number, the 
ratio of net output per person employed in the former group is 
a good deal higher than in the latter group. This can be seen by 
comparing the importance given to these industries in the 
production index number, based on net output, with their 
importance in terms of employment : 


Per cent. of Per cent. of 
Total Weight Total 

(net output) Employment 

in Production in Industrial 

Index Number. Production. 
Chemicals... - oe 6-49 3°96 
Metal Manufacture .. a 5-35 4-63 

Engineering, Shipbuilding, and 
Electrical Goods .. os 21-01 17-12 
Vehicles ae na 9-52 8-54 
Mining and Quarrying 7:10 8-06 
Textiles ee - 5-77 8-80 
Clothing ‘ 3°46 6-49 
III 


PRODUCTION AND FOREIGN TRADE 


Suspicion of the increase in production shown by the 
index numbers has often arisen from a comparison of the 
apparent increase in production with changes in the volume 
of imports. It is, of course, true that the volume of imports 
in 1949, although substantially above 1946 (about 28 per cent. 
higher) was still below pre-war (13 per cent. below 1938, 
17 per cent. below 1937 and 6 per cent. below 1935). But this 
crude comparison between the level of production and total 
imports is of little use. If imports are analysed in more detail 
a rather different picture emerges. 

For the purpose of comparison with production, one wants 
to pick out those imports which are used as a basis for further 
manufacture in this country. Since the Board of Trade returns 
classify imports as “ Food, Drink and Tobacco,” “ Raw 
Materials,” and ‘‘ Manufactures,” it is not easy to do this. 
A rough analysis in the table on page 51 gives the changes in 
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the volume of imports which can be considered as used for 
further processing in industry.’ 

The volume of imports of raw materials and semi- 
manufactures covered by this table has increased since 1946 
by over 30 per cent., which is roughly in line with the increase 
in manufacturing output and building since that date shown 
by the production index numbers. Imports in 1949 were, how- 
ever, still below the level of 1937 or 1938, and only slightly above 
1935. Inthe individual groups, materials for metal manufacture 


UK. VOLUME OF RETAINED IMPORTS OF RAW *MATERIALS AND 
SEMI-MANUFACTURES* FOR Ao pean = PROCESSING IN INDUSTRY 
1946 = 100 





For Metal Textile Materials 
Total Manufacture Raw for Oilsand Timber Miscel- 





and Metals Materials Fats, and laneous 

Industries Chemicals 
1935 .. 126 112 154 95 238 118 
1937 .. 151 151 179 105 298 138 
1938 .. 135 131 157 109 222 123 
146 . 100 100 100 100 100 100 
1947 .. 114 119 112 108 180 93 
148 .. 122 134 121 120 146 105 
149 .. 131 149 145 119 162 105 





* Excluding imports of food, drink and tobacco. 


and the metal industries were almost up to the highest pre- 
war level, while textile raw materials and timber were very 
much below. And a given volume of imports of raw materials 
for the metal, engineering and vehicles industries supports a 
much bigger pyramid of home production (especially with 
the increase in home steel production and the decline in 
imports of semi-finished steel) than a comparable volume of 
textile raw material imports. Thus, in 1949, raw materials for 
metal manufacture and metals, which form the main base of 
the metal, engineering and vehicles industries, accounted for 
18 per cent. of total retained imports in this group, while textile 
taw materials accounted for 23 per cent. In terms of produc- 
tion, on the other hand, metals, engineering, shipbuilding and 





1 The figures include certain categories—such as iron and steel and non-ferrous metals 
manufactures—of intermediate products, which are included under “ Articles mainly 
manufactured " in the Board of Trade returns. 
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vehicles accounted for 40 per cent. of total output, and textiles 
and clothing for only 9 per cent." 

In making this direct comparison between changes in 
imports and production no allowance has been made for stock 
changes. Such evidence as is given on stocks in the monthly 
Statistical Digest suggests that on the whole there was an 
increase in stocks of raw materials over the year 1949.2. The 
supply of materials could, therefore, have maintained an even 
greater increase in production than that which actually occurred, 

In discussion of the United Kingdom’s foreign trade 
problem great emphasis is often laid on the need to increase 
production here to make a greater volume of exports pos- 
sible, and to increase productivity per man to mae us more 
competitive in overseas markets. It is, however, quite clear 
after the experience of the last few years that :ncreases in 
production and productivity will not solve the pre lem of the 
foreign balance unless they take place within the framework 
of the appropriate general economic and financial policy. 

The table opposite shows the progress of the volume 
of United Kingdom exports since 1946, grouped as far as 
possible in the same categories as are used in the index number 
of production. 

If the movements shown in this table are compared 
with the movements in industrial production,* it wili-be seen 





1 This is, of course, not an accurate basis of comparison, since i fact the metal 
engineering and vehicles industries use some imported materials, directly or inci. “tly, which 
are not included under the group of imports for these industries shown in the table. 
They do indeed, for example, use some textiles. But on the basis of ex’s*‘ng statistical 
information it is not possible to calculate the dependence of various industrie * ‘n imports, 
taking into account both their direct and indirect use of imported materials. 

* Among the items covered in the Statistical Digest there were substant _ increases 
in all the ferrous and non-ferrous metals, small increases in paper-making materi?» maverials 
for chemicals and leather, and raw cotton. The only cases of a significant decline in stocks 
were soft wood, raw silk, and hard hemps. 

* In comparing these two index numbers it must be remembered that, whi'e the volume 
of production index is based on net output, the volume of exports is based on the gross 

value. If it were possible to calculate a volume index of exports in terms of value 
added in British industry, the result might be substantially different. For a ut.* of erports 
of engineering products has a much bigger British manufacture content than a tut of textile 
exports. And within each category of exports there may have been substantial chang ~-over 
the period in the average proportion of the export value due to British manufacture. « .us is 
of special importance in the figures of the volume of textile and clothing exports ;- for in 
1948 and 1949 a substantial contribution to the increase was made by grey cotton piece goods 
imported here and re-exported after finishing. Such exports of finished piece goods are 
given the same importance in the volume index as exports of finished piece goods, spun and 
woven in this country. 
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VOLUME OF UNITED KINGDOM pag! Aw MANUFACTURES 
QUARTERLY AVERAGE 1946 = 








Metals, 
Engineering Chemicals Textiles Food, Other 
Total Products and Allied and Drink and Manu- 
and Products Clothing Tobacco factures 
Vehicles 
1947— S 
Qr. Av. 110 118 87 103 103 106 
IMB 
lst Qr. 128 140 89 117 124 119 
2nd Or. 136 148 99 128 131 129 
3ed Qr. 141 153 104 141 122 128 
4th Qr. 149 164 104 141 141 132 
1949— 2 
Ist Qr. .59 178 109 149 139 136 
2nd Qr. 149 169 108 137 126 125 
3rd Qr. 45 162 103 136 129 121 
4th Qr. 150 181 114 134 168 133 





that in 1947 exports increased at about the same rate as 
manufacturixg production. From the first quarter of 1948 until 
the first quarter of 1949 exports jumped ahead, increasing more 
rapidly than production in every group except chemicals. After 
the first quarter of the year, on the other hand, exports fell off 
sharply -!tough production continued to increase. The 
increase ‘n _xports was resumed after devaluation in the fourth 
quarter of t949, but was still lower relatively to production 
than in late .948 and early 1949. 

Thr fluctuations in exports, contrasting with the steady 
tise in production, reflect, of course, the relative pressure of 
home ar overseas demand, and the movement of the prices 
of Britis exports compared with those of our competitors. 
And.th 2 is no obvious and necessary close relation between 
these and the trend of British production and productivity. 
If increases in production and productivity are accompanied 
by risirg incomes which result in increased demand in the 
home market, they will not lead to any easing of the foreign 
trade pe ition. Thus, a general willingness to work longer 
hou' would not help if the extra incomes thus earned all 
became increased expenditure—especially if the extra hours 
were paid at overtime rates. Indeed, such increases might 
merely aggravate the overseas balance, "for while the increased 
level of production would make little contribution to exports, 
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a higher volume of imported materials would be needed to 
support it. 

There is another fallacy in the view often expressed that 
increases in productivity per man should be accompanied by 
rising incomes. For productivity is measured by the production 
per man in terms of home output, but part of the expenditure 
from income is on imports. And there is no compelling reason 
why increased productivity in terms of manufacturing output 
should also mean a corresponding increase in the command 
over imports. Indeed, the depreciation of last Autumn was an 
admission that if the United Kingdom was to meet its foreign 
trade problem it had to turn the terms of trade against itself. 
This meant making imports more expensive in terms of 
exports, and so reducing the “ productivity ’’ of a given volume 
of British manufacturing output in terms of its command over 
imported food and raw materials. 

Still less will an increase in production and productivity 
necessarily help the solution of the particular problem of the 
dollar gap. For even if a substantial part of the increased 
production is exported, it might merely go to the reduction 
of the sterling balances. Nor does an increase in production of 
itself indicate that we are having any greater success in making 
goods of the type and style that will sell in dollar markets or 
in competition with dollar imports in third markets. The 
index number of production attaches no greater importance 
to goods that can be sold in such markets than to those which 
can only be sold easily at home or in the sterling area. It is 
these arguments which lie behind the common-sense view that 
the volume of production now matters less than producing 
goods of the right type and quality at competitive prices. 

It would, of course, be quite wrong to conclude from this 
that increases in production and productivity are of no 
importance. But it is necessary to realize that such increases 
will not of themselves solve our foreign trade problems, and 
that we cannot rely on them to rescue us from mistakes in 
general economic and financial policy. 


Ety DEVONS. 
University of Manchester, 
March, 1950. 
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Statistics: Explanatory Notes 


Devaluation.—The first chart on page 58 shows the percentage average appre- 
cation or depreciation of certain currencies, following devaluation, as measured 
by the distribution of each country’s export trade during the first half of 1949. 
The pound sterling, for example, was devalued by 30-5 per cent. against the U.S. 
dollar but other currencies were also devalued—to the same or to a lesser extent. 
As a result, the average depreciation of the pound, as measured by the distribution 
of our exports, was only 9-3 per cent.—our exports, that is, becarme on an average 
that much cheaper. In the same manner, if measured by the distribution of our 
imports, the average depreciation of the pound was 12-9 per cent.—or, in other 
words, our imports cost on an average about 15 per cent. more in terms of sterling. 
The effect of devaluation on our balance of trade is the product of both these 
forces: the stimulus to exports of lower prices to the foreigner and the check to 
imports of higher prices in terms of sterling. 


External Trade.—Apart from a slight decline at the beginning of the year, the 
trend of exports has been continuously upwards since devaluation and by February 
the import surplus had been reduced to £21 millions, compared with a monthly 
average of £45 millions in the third quarter of 1949. For the year as a whole, the 
volume of shipments was 51 per cent. greater than in 1938, whilst imports, in 
contrast, were 13 per cent. less. So far as the vital North American market is con- 
cerned, exports to the U.S.A. and Canada have improved considerably in terms of 
sterling since devaluation. Our dollar earnings, however, are still below the level 
reached in the first quarter of last year. 

Industrial Production.—The difficulties experienced in attempting to compare 
post-war production with pre-war levels are examined in detail by PROFESSOR 
Devons in his article earlier in this issue. Bearing in mind these enduring reserva- 
tions about statistics of production, it would appear that, according to the official 
index, total industrial production in 1949 was, on an average, 25 per cent. above the 
1935/8 level whereas the index compiled by the London and Cambridge Economic 
Service gives a smaller increase of some 17 per cent. Whilst both mining and 
quarrying and building and contracting were not yet back to their 1938 level, 
manufacturing output was apparently about 32 per cent. greater. 


Recovery in Europe.—Recent trends in the volume of industrial production 
and of exports for some leading European countries are depicted in the charts on 
page 61. France, in particular, would seem to have witnessed a rapid recovery 
since 1948—last autumn, for example, exports were 46 per cent. above the 1938 
level, compared with 18 per cent. below during 1947. A similar sharp upswing also 
occurred in The Netherlands in the last half of 1949. In Belgium, industrial 
production throughout has been above the pre-war level, although exports have failed 
to maintain the volume reached during the first half of 1949. Swedish production 
has been gradually rising and by the end of the year was nearly 50 per cent. above 
the pre-war level. 

Coal.—Production last year, 6 million tons greater than in 1948, was still 
some 14 million tons below the pre-war average. The main reason why the lower 
level of output has not impeded production or caused serious domestic shortages 
is that exports have been running at little more than a third of the pre-war level. 
The number of workers averaged 4,000 less than in 1948, although as the result of 
a sharp decline in the last six months there was a fall of 17,000 over the year as 
a whole. Complaints about the quality of household fuel have recently been raised 
in Parliament and the Minister of Fuel has agreed to examine the matter as one of 
urgency. 
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Steel.—A record level of output of over 154 million tons was achieved |ast 
year, representing a 38 per cent. increase over the pre-war rate. In spite of the 
virtual disappearance of the steel shortage, the target under the long-term develop. 
ment plan remains at 17} million tons, which it is hoped to reach in the mid-fifties, 
The third chart on page 63 shows that, by 1949, iron and steel prices had risen 82 
per cent. since 1938, compared with an increase of 127 per cent. for wholesale 
prices in general and of 147 per cent. for coal. It is estimated, indeed, that, with 
the exception of Australia, British steel products are today cheaper than those of 
any other country. 

Government Borrowing.—The first chart on page 64 shows the debt created or 
redeemed each month since March, 1947. Thus, in the financial year 1948/9 
net redemption of debt amounted to £461 millions whilst in the year 1949/50 
net debt raised came to £18 millions. As regards the floating debt, the most 
striking recent trend has been the substitution, since last July, of Treasury deposit 
receipts by an increased Treasury bill issue. (See also the chart on Clearing Bank 
assets). 

Clearing Banks’ Assets.—For the first time for ten years advances, last 
December, exceeded investments to become the leading asset, although they stil] 
represent only about a quarter of total deposits, compared with a pre-war average 
of 41 per cent. Treasury deposit receipts have fallen sharply in the past year 
and in March accounted for less than 8 per cent. of deposits against an average of 
39 per cent. in 1945. Bills discounted, on the other hand, show a considerable rise 
since the end of the War and now make up a fifth of deposits. 

Bank Deposits.—The first chart on page 66 brings out the increased level of 
“* liquidity" compared with pre-war years. This was especially marked in the 
immediate post-war period when, due to the cheaper-money drive, there was a 
considerable increase in bank deposits relative to national income. As deposits have 
been roughly stable since the Spring of 1948 whilst national income has continued 
to rise, the ratio between the two has fallen, although it is still well above the pre-war 
level. In other words, the rate of turnover or velocity of deposits (second chart) is 
now lower than before the War although the trend is gradually upwards. 

Price Trends.—The charts on page 67 bring out, in particular, the effects of 
devaluation so far on some major price trends. The cost of living, as measured by 
the official index of retail prices, rose only 2 points between August and January, as 
the impact of devaluation has been partly cushioned by bulk-purchase agreements and 
the selling of stocks at old prices. The full effects of devaluation are likely to meana 
rise of another 3 or 4 points in the index. It must be remembered that the index is 
based on a pre-war enquiry into working-class expenditure and takes no account, 
therefore, of changes in spending habits that have since taken place. As regards our 
“terms of trade,” there was a gradual improvement from the beginning of 1949 
until September. For a given unit of exports, that is, we received an increasing 
volume of imports in return due, very largely, to a fall in import prices relative to 
export prices. Devaluation, with the rise in the cost of imports, sharply reversed 
this trend and by December our terms of trade were about 10 per cent. less favour- 
able than in August. Wholesale prices have also risen perceptibly ; the previous 
sharp rise in food and tobacco prices during the Spring of 1949 was due almost 
entirely to the limitation or removal of certain subsidies. 

Marshall Aid.—By the end of 1949, total aid granted (for commodities) under 
the Marshall Plan amounted to $7,400 millions. Not all of this, however, was 
spent by the participating countries in the U.S.A.; through the system of “ off- 
shore purchases ” nearly a third, in fact, was spent in other countries. Among 
these, Canada received the largest share—$1,000 millions, or 14 per cent. of the 
total. From the second chart on page 68, it will be seen that the proportion of aid 
accounted for by food has been gradually decreasing (26 per cent. in the fourth 
quarter of 1949, against 41 per cent. in 1948) in contrast to a rise in raw material 
shipments. 
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Food Consumption.—Average consumption of meat, bacon and ham in 1948/9 
was still only two-thirds of the pre-war level, in contrast to an increase of over 
5 Ibs. per head in fish consumption. More margarine has very largely made up for 
the virtual halving of butter supplies whilst the weekly consumption of potatoes 
in 1948/9 averaged over 5 Ibs. per head compared with about 3 Ibs. before the War. 
Consumption of liquid milk shows an increase of over 50 per cent. 

Railway Transport.—Passenger traffic last year, as measured by the number of 
journeys made, was still some 20 per cent. below the pre-war level but slightly 
higher than in 1948, Receipts per journey, however, averaged 2s. 4d. compared 
with less than a shilling before the War. Freight traffic in 1949 recovered to its 
pre-war volume, although the proposed increase in charges may affect the future 
amount of traffic carried. 


Books and Publications 
INDUSTRIAL AUSTRALIA 
(The Union Bank of Australia Ltd.) 

Although written primarily “for those who wish to take part in the future 
industrial expansion of Australia "’, this small book can be read with profit by all 
those interested in the economic prospects of this vigorous young country. In 
addition to brief surveys of the main industries, there are also sections on man-power, 
finance and markets, together with a number of charts and tables and three 
admirable maps. 


DOLLAR SALES—CONSUMER GOODS 
(Dollar Exports Board.) 


On the subject of increased sales to North America, the general public, and the 
manufacturer in particular, may justifiably feel there has been a surfeit of economic 
afgument, statistical calculations and exhortation. For a change, this booklet gets 
down to the practical details of how to sell consumer goods to the Americans and 
Canadians, based on the experience of British firms which have already built up an 
export trade with dollar markets. All the important questions are considered— 
price, packaging, customs duties, methods of distribution, advertising and sales 
promotion. The latter topic, however, is covered more fully in a separate 
booklet, to be followed by a third dealing with capital goods. J.R. W. 
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54 NEW ZEALANO 5 
ey: AUSTRALIA 
104 7 Pore * U.K ; IO 
DENMARK 
WETHERLANDS 
NOWEDEN 
1S worwar |is 
MERCHANDISE BALANCE OF TRADE 
12 Months ending September, 1949, in millions of U.S. dollars 

ToTaL TRADE TRADE WITH U.S.A. AND CANADA 

Net Net 
a ~? en Betence — — Belen 

w ° s . $m. . v . $m. 

Switzerland .. 915 815 — 100 217 lll — 106 
U.S.A. on 6,744 12,524 + 5,780 1,541 2,014 473 
Italy .. oe 1,600 1,204 — 3896 605 68 — $37 
Belgium-Luxb’g 1,862 1,858 — 4 391 124 — 267 
Canada -s 2,786 3,084 1 298 1,954 1,507 — 447 
Portugal ou 407 163 — 244 80! 15! — 65 
W. Germany 1,768 967 — 801 693 49 — 644 
France ie 3,354 2,636 — 718 611 69 — 542 

New Zealand? 441 569 128 not available 
Australia - 1,323 1,652 + 329 178 116 - 62 
U.K. + 8,809 6,982 —1,827 1,666 535 —1,131 
Denmark ue 853 669 — 184 147 14 — 133 
Netherlands .. 1,958 1,299 — 659 341 47 294 
India ia 1,839 1,217 — 622 343 194 — 149 
Sweden - 1,199 1,167 — 82 130 55 — 7 
Norway - 839 427 — 412 134 29 — 105 
- 1 USA. ete. oy 


* Exports, 12 months ending May, Imports 12 months ending March. 
Sources: I.M.F. International Financial Statistics. 
U.N. Economic Bulletins for Europe. 
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EXTERNAL TRADE 
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